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No one consulted about unit trust investment, need have any hesitation in recommending 
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The Trusts are: 

Provident Investors Trust 

Hundred Securities Trust Investors Gold Share Trust 

Investors Second General Trust Investors Flexible Trust 
Savings Unit Trust 


(8) These Trusts are managed by Fifteen 
Moorgate Unit Trusts Ltd., a company 

closely associated with Dawnay Day & 
Co. Ltd., merchant bankers, and are notable 
for their flexible management powers. Each 


Security First Trust 


spreads its funds over an extensive list of first- | 


class stocks and shares, and the portfolios 
taken as a group include 197 different securities 
arranged in carefully selected categories which 
cover virtually the whole field of prudent 
investment. 


Over £10,000,000 has been invested in these 
Trusts and more than £1.000,000 has been 
distributed in nett cash dividends. 

Full details are given in the official handbook 
C48 which is the basis of all transactions- 


FIFTEEN MOORGATE UNIT TRUSTS LIMITED, 15 MOORGATE, LONDON, E.C.2 





SD) UUD UNION. TOT 


BLADES, EAST & BLADES, Ltd. 


Established 1821 
CITY OFFICES: WORKS: 


17 ABCHURCH LANE, ~~ LEONARD ST., FINSBURY, 
LONDON, E.C.4 LONDON, E.C.2 


Telephones : MANsion House 4366 (10 lines). Telephones : CLErkenwell 1020 (10 lines). 
Telegrams : “* Identical, London.” 


BANKERS’ CHEQUE PRINTERS. 


BANK NOTES, BONDS, BANKERS’ PROTECTIVE CHEQUES, 
CERTIFICATES, POSTAGE AND REVENUE STAMPS, 
ENGRAVERS AND FINE ART PRINTERS. 
COMPANY PROSPECTUSES. 


WHOLESALE AND EXPORT MANUFACTURING STATIONERS, LITHOGRAPHERS, 
ACCOUNT BOOK MAKERS, AND SEAL ENGRAVERS. 


PHOTOGRAVURE AND COLOUR PRINTING. 


PUBLIC COMPANY WORK, INCLUDING INSURANCE COMPANIES, BANKS 
ETC., AND STATIONERY FOR MECHANISED BOOKKEEPING A _ SPECIALITY 


STTHTTUIUTMIUIA ULI UUM U ULL LULU UL U LULU U UU 


We 
ig 


ee a 


LLL 


mil 


z 


SDUUNNUUIIUUNULLINUUL UNION 





000A ce AM 


Lgl eARLN 


‘fr ECONOMICAL 
WINTER HOLIDAYS 





You can be sure of 
Sunshine 
South of the Alps 


KUN Mtsntattreem cece 


tt 





Special Tourist Rate of Exchange. | 

Hotel Coupons at 5/- to 18/- a day | 
| absolutely inclusive. 

Petrol rebates for motorists. | 

50%-70% R Reduction in Rail Fares. | 





A VIEW OF THE HEAD OFFICE IN ROME 
CORSO UMBERTO I, 307 


_BANCO DI ROMA 


CAPITAL LIRE 200,000,000 
(Fully paid) 





‘or information and Sape booklets of the 
ITALIAN RIVIERA, BA of NAPLES, SICILY, 
WINTER SPORTS, etc., apply to: 


E.N.I.T., 38, Piccadilly, London, W.1 
or ANY TRAVEL AGENCY 


LI QNNNATEDEONOOOEROOODUOOAALAAONADOAE ADAH 





AUlrviiue dit stocrtter etcetera 














SD )NNNIIINIULNIONUTLOOEEUAUAUUT 


BLADES, EAST & BLADES, Ltd. 


Established 1821. 
CITY OFFICES: WORKS: 


17 ABCHURCH LANE, ~~ LEONARD ST., FINSBURY, 


LONDON, E.C.4 LONDON, E.C.2 


Telephones : MANsion House 4366 (10 lines). Telephones : CLErkenwell 1020 (10 lines). 
Telegrams : “* Identical, London.” 


BANKERS’ CHEQUE PRINTERS. 


BANK NOTES, BONDS, BANKERS’ PROTECTIVE CHEQUES, 
CERTIFICATES, POSTAGE AND REVENUE STAMPS, 
ENGRAVERS AND FINE ART PRINTERS. 


COMPANY PROSPECTUSES. 


WHOLESALE AND EXPORT MANUFACTURING STATIONERS, LITHOGRAPHERS, 
ACCOUNT BOOK MAKERS, AND SEAL ENGRAVERS. 


PHOTOGRAVURE AND COLOUR PRINTING. 


PUBLIC COMPANY WORK, INCLUDING INSURANCE COMPANIES, BANKS 
ETC., AND STATIONERY FOR MECHANISED BOOKKEEPING A SPECIALITY 


SUMMMNN(LNIIINUIUULUVUTUULUUUTUULUUCUUTEUULUUU UU 


Gl RAGIN Ys 


jr ECONOMICAL 
WINTER HOLIDAYS | 
You can be sure of | 


Sunshine 
South of the Alps 


Special Tourist Rate of Exchange. 
Hotel Coupons at 5/- to 18/- a day 
absolutely inclusive. 


Petrol rebates for motorists. 
| 50%-70% Reduction in Rail Fares. | 
| 


We 
if 


TTT TUT 


SUUUIVUVNUUUUUUUUAVUNNU UAV UUULUOUUU OOOO 


SH 














| 








VIEW OF THE HEAD OFFICE IN ROME 
CORSO UMBERTO I, 307 





al 03 = ad 
/ = ~ y 72 —f righ, 
ed be A i 
yy i——™ y 
Sa gf 
= Pt we) 
oe —s a 
(—a Pe aN 
— - 
TEC AO un UMN MUU MM  T 


information and descriptive —— of the 


BANCO DI ROMA : aula WINTER SPORTS, a as , — | 


CAPITAL LIRE 200,000,000 = | E.N.LT., 38, Piccadilly, London, W.1 
(fully paid) or ANY TRAVEL AGENCY 





soe) tne 








ROYAL BANK 
OF SCOTLAND 


(Incorporated by Royal Charter, 1727) 





Head Office : St. alice Sense, Edinburgh 





Governor: 
His Grace THE DvuKE OF BUCCLEUCH AND QUEENSBERRY, G.C.V.O. 
Deputy-Governor: 
Ricut Hon. THe EArt oF STRATHMORE AND KINGHORNE, K.G., K.T., 
G.C.V.O. 
General Manager : 
WILLIAM WHYTE 


A complete British Empire and Foreign 
Banking Service 


Savings Accounts 

Current Accounts 

Letters of Credit 

Travellers’ Cheques 

Commercial Credits 

Foreign Exchange 

Bills negotiated and collected on 
all parts of the World 


Mail and Cable payments made 


Freight Remittances and Dis- 
bursements 


Coupons collected and purchased 


Commercial information 
furnished 


Agency of Foreign and Colonial 
Banks undertaken 


The Bank is prepared, in 
approved cases, to act as 
Trustee and Executor and 
also as Trustee for Deben- 
ture or other Issues, &c. 


LONDON OFFICES : 


CITY—3 Bishopsgate, E.C.2; 


8 West Smithfield, E.C.1 
WEST END—Drummonds : 49 Charing Cross, S.W.1; 


Western: Burlington Gardens, W.1; 
(Formerly Branch of Bank of England) 


Bond Street : 64 New Bond St., W.1 
GLasGow (PRINCIPAL) OFFICE: 
Royal Exchange Sq. & Buchanan Street 
250 BRANCHES THROUGHOUT SCOTLAND 





TOTAL ASSETS 


£85,891,644 





ASSOCIATED BANK: WILLIAMS DEACON’S BANK LIMITED 
(Members of the London Bankers’ Clearing House) 


With Offices in Manchester and London and 199 Branches elsewhere in England and Wales 
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COMMERCIAL BANK 
OF SCOTLAND LIMITED 


Established 1810 


HEAD OFFICE - - - EDINBURGH 


General Manager: JOHN M. ERSKINE 
Secretary: GEORGE HAY 





LONDON OFFICES: 
is mt me 4 a ... 62, LOMBARD STREET, E.C.3 
KINGSWAY ......_...._...._ IMPERIAL HOUSE, 15, KINGSWAY, W.C2 
PICCADILLY ves tee tee tee ee 4, OLD BOND STREET, W.1 





THE BANK HAS OVER 370 BRANCHES AND 
SUB-OFFICES THROUGHOUT SCOTLAND 


All Classes of Banking Business Transacted 





The Union Bank of Scotland 


LIMITED 
Established 1830. 
SEE II Sone cocssccccciancsnnecatsdisdseccdeacte £5,200,000 
MN ial dscannsnatdlenkscdmuagiusnnsanigscdi nad eax accuseeueeeen £1,200,000 
PN I ccs dicsicensodncdesianasadaaaniaadiasveneteue £1,800,000 
me Cte NNO 6 oid sisicccesicnscccecsccccasescsaeas £33,436,818 


Chairman: Sir A. STEVEN BILSLAND, Bt., M.C. 
General Manager : NORMAN L. HIRD. 
Head Offices : 
GLASGOW-—St. Vincent Street EDINBURGH— George Street 
215 Branches throughout Scotland 


LONDON OFFICES—62 Cornhill, E.C.3 
140 Kensington'High Street, W.8 332 Oxford Street,W.1 1 Regent Street, S.W.1 


{dapted in Every Way to Carry Through All Forms of Banking Business 
in Scotland and London. 


Letters of Credit issued on all places at home and abroad; Cable Remittances, 

Freight Collections, Ships’ Disbursement Credits, Commercial Credits, &c., 

arranged. Bills of Exchange and Shipping Documents collected or negotiated 
subject to approval 


The Bank also undertakes the duties of Trustee and Executor. 


At London Offices Current Accounts and other business conducted on the 
usual terms of London Banks. Deposits received at interest. 
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A Banker’s Diary 


THE political crisis of September had immediate and 
important repercussions on all sections of our financial 


mechanism. The sweeping pressure on 
“Lessons Sterling, and the immobilization of credit 
of the to which it gave rise, provided a searching 


Crisis” —_ test of the Exchange Equalization Account’s 
ability to control the exchange markets 
and of the capacity of the monetary authorities to 
handle movements of credit on almost unprecedented 
scale. At the same time the suddenly increased demand 
for notes on the part of the public, to finance the 
evacuation of inhabitants from central London and for 
other precautionary measures, brought the banks face to 
face with a problem which had not confronted them 
since 1914; while the almost complete cessation of 
bank purchases of bills which this necessitated led to an 
abrupt reversal of the situation in the discount market. 
From the monetary point of view, therefore, this 
unusual combination of events has made the past few 
weeks an exceptionally instructive period. Not only 
have these developments subjected the working of our 
monetary system in all its branches to a thorough test, 
but their aftermath is likely to dominate the banking 
and credit position for some months to come. In 
addition they have provided a useful fund of experience 
which cannot fail to be of the greatest value should 
similar crises recur. For all these reasons, the events 
of the past month and their implications have been 
analyzed in considerable detail in the series of articles 
which follows. Much of the material which would 
normally fall to be reviewed in the Banker’s Diary is 
therefore discussed at length in the succeeding articles. 
There would obviously be little point in duplicating this 
description of events and it is proposed therefore merely 
to analyze the movements in credit, as disclosed in the 
Bank Returns, which underlie much of this subsequent 
discussion. 
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From the following table it will be observed that the 
banks entered the crisis period with their deposits at 
the Bank of England at the unusually low 
Large Dis- figure, according to the September 7 Return, 
placements of {91-3 millions. This resulted from a 
of Credit combination of two factors—the run upon 
sterling, which caused an immobilization 
of credit of public deposits to the tune of £32-2 millions, 
and a reduction in the Banking Department’s holding of 
Government securities to offset the return of notes from 
circulation. 
(in £ millions) 


Note Bankers’ Public Govt. Other 
1938. circn. Depts. Depts. secs. secs. Reserve. 
Sept. 7 -. 460°1 gI°3 32°2 I6I*3 27°4 47°7 
14 475°6 99:6 23-0 Qd°5 27° 49°3 
21 -» 4769°2 100°GQ Id°4 97°6 30°6 48+7 
Ps 2s 500°9 ag°9 EL-4 I12°5 30°1 20°9 
Oct. 5 «« 505*S 109°7 I2°1 [21g 32°7 22°0 
I2 o>« 490°4 94° 25°3 I14°5 3I°4 31°4 
1g .. 460.4 90.9 33-5 104.9 31.9 41.4 


Part of this immobilized credit was released during 
the following week, so that although Government 
securities were further reduced as an offset to a continued 
decline in the note circulation bankers’ deposits were 
restored to £99°6 millions. The outstanding movement 
of the succeeding weeks was the sharp jump in the note 
circulation, which in the October 5 Return stood at 
£505:8 millions, an increase of {27-2 millions in three 
weeks. Notwithstanding this heav y drain on notes 
(which reduced the reserve in the Banking Department 
from £49°3 millions to the exceptionally low figure of 
£22 millions), bankers’ deposits actually rose on balance 
by {10-x millions, partly as the result of a further decline 
in public de ~posits but largely on account of the admirably 
prompt and vigorous measures which the Bank took to 
offset this movement through an increase of no less than 
{28-2 millions in its holding of securities. Although the 
October 5 Return marked the peak of the note with- 
drawals, the subsequent Returns showed a fresh jump 
of {21-7 millions in public deposits due to the renewed 
pressure on the pound, and a contraction of £17-8 millions 
in the Bank’s holding of securities, with a consequent 
drastic reduction in bankers’ deposits to {90-9 millions. 
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As compared with the August figures, the September 
trade returns showed a slight expansion in the volume 
of trade on both sides of the account. 
Import Imports at {75,000,000 rose by £870,000 and 
Surplus exports to £39, 800 ,000, though re-exports 
Reduced declined £970,000 to £4,038,000. As is 
shown by the following table, however, 
there was still a considerable shrinkage as compared 
with the corresponding month of 1937, imports showing 
a decline of as much as £12,843,000, while exports were 
down £4,454,000 and re-exports £1,168,000. 
(in £ millions) 


September, August, September, 
1938. 1938. 1937. 
Imports sea me 75°0 74°1 87:8 
Exports, U.K. goods ‘cs 39°8 30°3 44°3 
Re-exports.. si és 4°0 5:0 5°2 
Total exports a a 43°8 41°4 49°5 
Import surplus 5 5 31°2 32°7 38°3 


Thanks to the sharp reduction in imports there was 
a marked decline in our adverse balance of — the 
pe for the month being only £31,154,000, against 

38,376,000 in September, 1937. At the end of “March 
tire adverse balance showed an increase on the com- 
parable period of last year of as much as {18-4 millions. 
Except for a slight reaction in July this has since steadily 
contracted, the figures for the first eight months showing 
an increase of only £7-9 millions in the import surplus. 
The adverse balance for the first time this year has been 
reduced almost to equality with 1937 by the September 
figures, the import surplus for the nine months being 
£298-1 millions as compared with {297-5 millions in the 
corresponding period of 1937. While the improvement 
in the trade balance is extremely welcome from the point 
of view of the exchange position, last month’s decreased 
import surplus must be viewed with mixed feeling gs, since 
it was to a large extent the reflection of business. depres- 
sion, imports of raw materials (which are the fair index 
of business activity) showing a reduction of £2,321,000. 
For the rest, however, the movement was no doubt due 
to the fact that the terms of trade, which became highly 
unfavourable to the industrial countries in 1937 owing 
to a sharp rise in primary commodity prices, are now 
after the usual lag turning once again in our favour. 
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Whether the improvement in our balance of trade is 
likely to continue is open to question. Under the 
stimulus of trade recovery in America, commodity prices 
seem once again to be rising and it is possible that an 
intensification of rearmament will not only call for 
special imports of materials but also help to maintain 
British costs at the inflated level which is proving so 
severe a handicap to the export industries. 


THE Exchequer returns for the first half of the financial 
year, published immediately after the Munich meeting, 
were an unpleasant reminder of the heavy 
The burden of rearmament in a period of 
Budgetary declining revenue. Although revenue 
Problem receipts to date have been based upon the 
favourable levels of trade and income in 
1937, total ordinary revenue for the first six months of 
the Budget year showed a net fall of £2,648,000 to 
£306,214,000. This trifling decline attains considerable 
significance when it is remembered that the Chancellor 
was budgeting for an increase of {71,840,000 in total 
receipts for the full Budget year. It is true that 
£43,000,000 of this increase was expected to be derived 
from income tax, of which the bulk is collected during the 
final quarter of the Exchequer year. But that there 
should be any decline at all raises considerable doubt 
whether the Budget estimate can be attained. 

Total ordinary expenditure showed an increase of 
more than £65,000,000 over the corresponding period of 
1937-8 at £473,506,000. Of the additional expenditure 
the Defence services were responsible for no less than 
£47,600,000, whereas the Budget estimate allowed for an 
increase of only {98,900,000 for the full Budget year. 
If rearmament is to be accelerated it follows that, on this 
side of the national accounts also, realizations are likely 
to differ widely from the Budget estimates. As a result 
of these divergent trends of revenue and expenditure, 
the current deficit at the end of the six months amounted 
to {166-3 millions, as compared with {98-5 millions a 
year earlier ; by October 15 it had risen to £186: 3 millions. 
In the second half of the financial year, when revenue 
receipts are flowing more strongly, the current deficit 
will no doubt contract again, but it seems highly unlikely 

L 
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that it can be reduced to the figure of {112,900,000 
which may be charged to borrowing in respect of defence 
expenditure. Looking farther ahead the prospect is 
even less encouraging, since current levels of income and 
business activity fall far short of those in 1937. Failing 
a substantial recovery in business activity the 1939 
Budget cannot but prove an extremely burdensome one. 





Germany after Munich 
By W. G. J. Knop 
OT since the days of November, 1918, has the 
N political face of Europe been so radic ally changed 
as in the month of October, 1938. The crumbling 
order of Versailles has been dealt its death blow in 
Munich. Czechoslovakia has ceased to be an independent 
State; mutilated and disorganized, she had no other 
choice but to seek the patronage of her victorious neigh- 
bour. France’s place as the foremost power on the 
Continent has gone to Germany. In self-isolation she 
has withdrawn behind the Maginot Line, while the 
destruction of her system of alliances in Eastern and 
South-Eastern Europe has brought the realization of 
Berlin's hegemony over the Balkans. Outside the 
Balkans, too, the small countries on the Continent are 
beginning to seek safety in agreement with the Reich. 
While Germany’s ‘military and political power is 
growing to an extent which would have been thought 
impossible a year ago, the whole problem of her economic 
strength receives a new and urgent note. This nation of 
eighty millions—twice as numerous as the French, and 
occupying a territory twice the size of the United 
Kingdom and Northern Ireland—is determined to use 
its power to the utmost. Already its demands for a 
colonial Empire are casting their shadows ahead. These 
demands, and perhaps others in Europe as well, will be 
pressed forward at a time which will certainly see the 
most determined rearmament effort in Britain and 
France since the Great War. The question of German 
economic, financial and industrial strength, therefore, 
will be one of paramount importance in the critical 
period that lies before us. 
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To judge Germany’s economic position accurately is 
no easy task at the present moment. Within a period 
of little over six months the post-war Reich has been 
enlarged by the territory of Austria and by the Sudeten 
areas of Bohemia and Moravia. The one was an integral 
industrial, financial and political whole. The others were 
torn out of a century-old economic and political entity. 
Together, these annexations have seriously modified the 
previous economic structure of the Reich. And no 
doubt some considerable time must elapse before a new 
balance is established. In the meantime, one thing is 
clear beyond doubt, namely, that Germany, for the time 
being at any rate, has passed the nadir of her economic 
strength and is now starting on the road to recovery. 
Recovery, that is to say, not in the sense of employment 
and industrial activity, since these have been at a high 
level for some time, but in the sense of economic stamina. 

What has produced this change for the better? Before 
giving the answer, let us pass in review those main 
factors which in the years since Herr Hitler’s advent to 
power have adversely influenced Germany’s economic 
position. First of all, there has been the effect of the 
vast State-assisted industrial revival on the country’s 
reserves of gold, foreign exchange, foreign assets and raw 
materials. The exchange revenue from exports, visible 
and invisible, was not sufficient to cover all requirements 
for imports and other payments abroad. Germany, 
therefore, lost a considerable part of her gold and devisen 
reserves—though not nearly as much as the German 
authorities made their foreign creditors believe. The 
second adverse result of Nazi economic policy since 1933 
has been financial. In order to meet the financial strain 
of its expansionist credit policy the Government was 
obliged to pile up an enormous indebtedness. An ever- 
increasing share of the nation’s saving was mobilized 
for the financing of public expenditure, until this summer 
there were definite indications that a_ psychological 
danger point had been reached. Thirdly, the combined 
effects of the devisen shortage and of financial policy 
caused a perceptible drop in the popular standard of 
living. 

In each of these cases the German authorities were 
faced with a permanent threat to the success of their 
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economic policy. A reckless determination not to be 
impeded by any orthodox principles, an increasingly 
efficient system of organization and some remarkable 
slices of luck have combined to help the Nazi authorities 
to succeed, temporarily at least, in their economic gamble. 
A recent investigation made for a foreign Government 
and based on confidential statistics of the Reichsbank 
showed that Germany’s total reserves of gold, devisen 
and foreign securities amounted to some Rm.1,350,000,000 
at the beginning of 1934. This figure was composed as 
follows :— 
(In million Rm.) 

1. Official gold and foreign exchange reserve of the Reichsbank 400 
2. Further gold and devisen reserves of the Reichsbank, the 





State Note Issuing Bank, and all other banks ae ne 160 
3. Holdings of foreign securities 

(a) In private hands (approx.) Te 4 or ». 500 

(b) In Government hands 80 
4. Gold and foreign exchange held by industry and tri ide a 50 
5. Private gold and foreign exchange hoards .. sk ss 250 


In addition, Germany had capital invested abroad 
other than that in securities. The value of this, excluding 
all doubtful or frozen assets, was Rm. 1,200,000,000. 
Finally, at home Germany possessed stocks of imported 
raw materials and _ foodstuffs amounting to 
Rm. 6,500,000,000. 


In 1934 Germany had an adverse balance of payments 
of approximately Rm. 550,000,000, including all capital 
movements. In 1935 there was another adverse balance 
of Rm. 300,000,000. Then, however, the revival of 
world trade came to Germany’s help and the years 1936 
and 1937 saw a favourable balance of Rm. 100,000,000 
and Km. 320,000,000 respectively. After allowing for 
the changes during the first two months of 1938 and the 
industrial consumption of gold since 1934, the German 
gold, devisen and foreign assets position prior to the 


Ametrion Anschluss was as follows :— 


(In million Rm.) 


1. Official gold and foreign exchange reserve of the Reichsbank 75 
2. Further gold and devisen reserves of the Reichsbank, the 
State Note Issuing Banks, and all other banks .. ay 70 


3. Holdings of foreign securities— 
(a) In private hands 
(6) In Government hands ... es a i ». 200 


10 
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(In million Rm.) 


4. Gold and foreign exchange held by industry and trade - 10 
5. Private gold and foreign exchange hoards .. me st 30 
6. German capital invested abroad an sha eo ws 23300 
7. Stocks of raw materials and foodstuffs a ae is 3,500 


Germany's potential devisen position before the 
Austrian Anschluss was thus by no means an unfavourable 
one. While the total reserves were not particularly large 
as nape ce with similar reserves of Britain or France, 
they again showed a rising tendency, having been at 
their lowest level early in 1936. 

The Austrian annexation brought an unexpectedly 
large addition to the German reserves :— 

(In million Rm.) 
1. Gold and foreign exchange reserve of Austrian National 

Bank, official and hid len... i . 340 
2. Gold and foreign exchange from private and b: anking sources 


called in by Government decree 750 
2. Holdings of first-class foreign securities Se = a 70 
] 5 / 
4. Other Austrian capital investment, excluding frozen and 
doubtful assets - ‘a or me ee sa ~ 350 
fotal .. me a ~» 2,000 


Altogether, Germany had after the Anschluss a devisen 
reserve, ‘actual and potential, of considerable size 


Gold and foreign exchange .. fea ne .. Rm. 1,650,000,000 
Foreign securities Ai a Rm. 380,000,000 
Other capital investment abroad .. ius .. Rm. 1,450,000,000 


In the month following the Anschluss, however, it 
seemed as though serious new difficulties lay ahead. The 
Anschluss itself affected very adversely Austria’s two 
main sources of devisen revenue—the tourist and the 

export trade. Germany’s own re pm trade was suffering 
from the general decline in world trade, and her foreign 
tourist trade came almost to a complete standstill as a 
result of the political tension during the summer. In 
July, the Greater-German balance of payments was 
again adverse for the first time since the end of 1935. 
Not unnaturally, German official quarters were looking 
ahead with growing anxiety. It seemed that Germany 
would find it impossible not to avoid consuming a large 
proportion of her treasured war reserve of gold, devisen 
and raw materials. In July, August and September 
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alone the German gold and devisen losses totalled 
between Rm. 120,000,000 and Rm. 130,000,000. 

Then came the Munich Agreement. It destroyed the 
only effective barrier which lay between Germany and 
economic and political domination of the Balkans. 
However determined some of the Balkan States may 
have been in those fateful September days to support 
the Western Powers in a possible conflict with Germany, 
the Munich Agreement’ has served as a danger signal 
which they are finding it impossible to ignore. Dr. Funk’s 
mission to Turkey, Bulgaria, Yugosl: ivia and Greece 
thus took place under the most favourable psychological 
conditions imaginable. And what is known so far of 
its success, including the credit arrangement with Turkey 
and a similar agreement with Poland, leaves little doubt 
that Germany has made the decisive step towards com- 
plete economic control over South-Eastern Europe. 
This control extends also over what remains of Czecho- 
slovakia. Acceptance of German economic patronage 
does, in fact, seem to be the only possibility for the Czechs 
to survive the Munich Agreement with even a pretence 
of their former independence. 

German economic domination of the Danubian coun- 
tries is, of course, anything but an academic achievement. 
Even with their present productiv e and purchasing power, 
these countries are abl e to compensate Germany for a 
considerable part of her trade losses elsewhere in the 
world. But Germany is aware of the large untapped 
natural wealth of the South-Eastern E uropean countries, 
and it is unquestionably the principal aim of her economic 
policy towards these countries to assist or direct them in 
the rapid development of their resources. If that policy 

can be carried through with the usual Nazi thoroughness, 

the German authorities will have little need to WOITy 
about the partial loss, during the next year or two, of 
their present gold and exchange reserves. The know ledge 
that Germany may be able to rely on the Dé :nubian 
countries as a hinterland for the wartime supply of raw 
materials and foodstuffs is worth a good many hundred 
million reichsmarks in gold. It may, in fact, mean that 
Germany will be almost invulnerable to a future naval 
blockade 

The repercussions of the Munich Agreement on the 
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German financial situation must have come as another 
godsend to Germany. German financial journals are 
now admitting openly that the political tension of August 
and September placed the Government’s entire financial 
programme in jeopardy and that the authorities for the 
first time since Herr Hitler’s advent to power were con- 
fronted with real difficulties in the current financing of 
mg slic expenditure. According to its financial estimate 
for 1938 the Government expected to find no difficulties 
in issuing long-term loans this year to the total value 
of Rm. 5,000,000,000. 

For that reason the old system of short-term 
financing by means of special bills was replaced by a 
new system of issuing “‘ Delivery ” Treasury Bills. These 
bills were valid for six months only and, in contrast to 
the “special” bills, which are renewed at maturity, the 
“Delivery ”’ bills were to be funded at maturity out of 
the proceeds of long-term loans. The first “ Delivery 
bills were issued in April, falling due for redemption in 
October. The Government, on the basis of a monthly 
issue of Rm. 400,000,000, promised to make one more 
addition of Rm. 2,400,000,000 to its floating debt, and 
after October to rely solely on long-term financing. 

The hope that the new system would work lasted 
exactly a month. Already in May it became obvious 
that Government expenditure was proceeding at an 
unparallelled speed. The incorporation of Austria into 
the economic and political framework of the Reich was 
alone costly enough to upset all previous financial esti- 
mates. The political tension, moreover,which followed the 
Anschluss and later developed around the Czech cam- 
paign involved a tremendous military effort on Germany’s 
part. As a result, the deficit between revenue from 
taxation and expenditure during the second quarter was 
higher by two milliards than had been anticipated. The 
next long-term loan issue, however, was not due until 
July, since two large loans had only been floated in 
January and ca To meet the deficit, the Nazi 
org se did three things. They issued a larger amount 

“ Delivery ”’ Bills than they had previously intended, 
i inflated the note circulation of the Reichsbank, and 
they continued issuing, as surreptitiously as possible, the 
old “special”’ bills. The effect of these measures was 
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anything but reassuring to the German business com- 
munity. In addition, industry itself, having reached a 
high level of employment and being in need of large 
capital i investments, was less liquid than before. 

Once again, Munich came to the rescue. The increase 
in domestic prestige which Herr Hitler’s victory has 
brought the Nazi Government surpasses by far the 
similar gains made by the Nazis after the Saar plebiscite, 
the Rhineland occupation, or even the Austrian A mschluss. 
For in each of these cases the average German believed 
success to be assured in advance, while in the case of 
Czechoslovakia very few believed that a radical fulfilment 
of Germany’s demands could be achieved peacefully. 
Striking while the iron of confidence is hot, the Govern- 
ment has issued the largest loan floated in Germany 
since the war. By the time that the subscription lists 
close in the middle of November the total amount 
subscribed will not be short of Rm. 2,000,000,000. 
About Rm. 500,000,000 of this will serve to consolidate 
some of the short-term commitments entered into by 
the Government during the summer. The remainder will 
suffice to meet current expenses until the Reich can 
make another appeal to the capital market either in 
December or January next. The German financial 
position thus remains in a precarious state. The still 
further acceleration of rearmament and the new task of 
reorganizing and developing the economic life of the 
Sudeten areas will continue to make for a high level of 
expenditure, while, on the other hand, the national 
savings not yet mobilized by the Government are be- 
coming smaller and smaller. In these circumstances, 
what matters more than anything else for the success 
of the Nazi financial re is the maintenance of the 
complete confidence of the public in the Government. 

Munich, of course, has not re-established permanent 
domestic confidence in Herr Hitler’s Government. But 
it has done enough to guarantee the working of the 
financial machine for a considerable time to come. And 
who can say what new foreign political factors may in a 
year’s time have come to the Government’s aid, enabling 
it to carry on with its ambitious schemes? In the mean- 
time the Ministry of Finance and the Reichsbank will 
have ample time to evolve a new system of public 
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financing to take the place of the present one. Much, 
finally, will depend on "the extent to which the Nazi 
Government is able to raise the standard of living of the 


people. As responsible Nazis themselves admit, this 
standard has been falling steadily from 1933 until the 


middle of 1937. Since then there have been some 
indications of a modest recovery, due partly to the 
scarcity of labour and the resulting tendency to raise 
wages, and partly to more plentiful supplies of foodstuffs. 

ae or not this recent upward trend in the 
standard of living will continue is impossible to say. All 
that can be said with safety is that there will es no 
further decline. That in itself is a considerable achieve- 
ment for a system that devotes such a huge proportion 
of the national income to capital investment in Empire 
building. 


The Cheasng Ganike. in the Crisis 
By Paul Bareau 


HE impact of the recent international crisis on the 
clearing banks was true to tradition. It followed 
closely the customary reactions created by any 

state of emergency upon a credit system. There was a 
nation-wide rush for liquidity and considerable with- 
drawals of currency from the banks. The effect on the 
banks’ position of this conversion of deposits into cash 
was accentuated by the withdrawal of foreign deposits 
and their conversion into dollars or other foreign curren- 
cies. In so far as the resultant foreign exchange opera- 
tions were made possible by intervention on the part of 
the Exchange Equalization Account there should have 
been some rough measure of neutralization between the 
withdrawal of deposits and the repayment of Treasury 
bills by the E.E.A. Without, however, going into the 
niceties of the principles of insulation which were fully 
discussed in last month’s issue of THE BANKER, it is 
evident that considerable immobilization of funds 
occurred in public deposits at the Bank of England and 
that the clearing banks were seriously affected in their 
cash positions by this withdrawal of foreign money. 
Between them the two factors of currency withdrawals 
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and the efflux of “hot money ”’ acquired a force sufficient 
to set the whole credit machine in motion—from the 
controls at the centre to the mobilization of assets by 
clearing banks in the face of a contraction of the cash 
basis. 

Before considering in greater detail the manner in 
which this mechanism functioned and the lessons which 
its operations taught, it will be well to consider the 
technical background before which the emergency had to 
be faced. First and foremost there was no element of 
surprise or unpreparedness in the situation which emerged 
in the critical third week of September. That very 
emergency and all its unsavoury implications had been 
under the constant consideration of the clearing bankers’ 
committee which had been intermittently in session since 
the events of last May brought the possibility of war into 
the very forefront of European politics. The committee 
must have considered in all its aspects the question of 
liquidity in the event of a war breaking out in which we 
would be involved. Such immediate Larigeey as the 
desirability of decreeing a prolonged bank holiday, the 
necessity for a partial moratorium on banking debts, 
the adequacy of the existing elasticity in the bank note 
system, no doubt received their due consideration. One 
may safely assume that in most respects it was decided 
that the impact of war on the credit system would be 
iar less severe and would call for fewer abnormal measures 
than it did in 1914. The absence of a rigid link between 

sterling and gold, the tremendous reduction in the 
volume of our world-wide commitments via commercial 
acceptances and, finally, the existence of an elastic bank 
note issue, would between them have obviated most of 
the need for crisis measures of an exceptional character— 
at least as far as the functioning of the domestic credit 
system was concerned. This might not have been true 
of the foreign exchange market. Its position was fully 
considered by the foreign exchange bankers’ committee, 
a sub-committee of the clearing bankers’ committee, and 
it is difficult to avoid the conclusion that plans must have 
been formulated for putting into operation a_ fairly 
rigorous regimentation of the foreign exchange market 
following the outbreak of war. 

In measuring the withdrawal of currency by the 
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movements in the active note circulation shown in th¢ 
Bank return one important reservation must be borne in 
mind. It derives from the fact that every important 
bank in this country took the precaution during the 
crisis days of strengthening the till money held by its 
provincial branches. This prec caution was taken in 
antic ipation of a possible breakdown in transport between 
London and the provinces in the event of an outbreak of 
war and of the consequent difficulties that might be 
encountered in satisfying the branches’ requirements of 
cash. The first appreciable expansion in note circulation 
was the {21,696,000 increase shown by the Bank return 
dated Wedne sday, September 28. The next return, though 
it appeared well after the situation had been eased through 
the announcement of the Munich conference, showed a 
further expansion of £4,970,000 in the circulation. The 
assumption may be made that between Wednesday, 
September 28, and the following week-end, the note 
circulation must have risen by at least £5,000,000 more 
than the figure shown in the subsequent Bank return, 
that the Bank’s reserve of unissued notes must at the 
time have been reduced to the neighbourhood of £17 mil- 
lion and the reserve ratio have stood at the unprece- 
dentedly low figure of about Io per cent. Of this total 
expansion in currency, which at the peak must have 
amounted to around £30,000,000, it is probable that 
about two-thirds represented the strengthening of 
branches’ till money. This movement, it should be 
noted, was not contractionist in the same sense as a 
withdrawal of currency from the banks by the public. 
Branches’ till money still remains ¥ art of the banks’ 
cash reserve and figures in the ratio of cash to deposits. 
Its accumulation becomes a contractionist influence only 
when it reaches a point at which the clearing banks find 
their balances at the Bank of England falling below the 
minimum determined both by tradition and technical 
requirements. If we allow for this fact that only part 
of the increase in the active circulation involved a real 
reduction in bank cash and, bearing this in mind, we 
realize that the Bank of England took fairly rapid steps 
to neutralize in full the fluctuations in the active circula- 

tion by the appropriate changes in its holding of Govern- 
ment securities, it must become evident that the 
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withdrawal of currency can have played only a very 
small part in tightening the banks’ cash position. There 
is even good ground for believing that, on the score of 
cash withdrawals alone, the banks were helped rather 
than hampered, in view of the readiness with which the 
Bank of England offset the whole of the expansion in cur- 
rency by increasing its holding of Government securities. 
The mz iin factor influencing the banks’ liquidity during 
the period of the crisis was therefore not the withdraw al 
of currency but the withdrawal of foreign deposits and 
the consequent immobilization of funds in public deposits 
at the Bank of England which followed the intervention 
of the E.E.A. in the bullion and exchange markets. The 
clearing banks’ September average statements show a fall 
of just over £29,000,000 in deposits on the August average 


figure. This comparison of average figures obviously 
understates very substantially the fall in deposits over 
the month of September. Assuming the fall to have 


been evenly spread over the month, then on the basis of 
an average reduction of £29,000,000 the last weekly figure 
of deposits for September must have shown a reduction 
of £46,400,000 on the average for August. Even this 
probably understates the extent of the fall in deposits 
since the experience of the exchange market pointed not 
to a steady withdrawal of foreign deposits during the 
month, but to a marked acceleration in the movement— 
an acceleration which carried its momentum into me 
first fortnight of October. It would not be exaggerating 
therefore, to suggest that over the month of fasien 
the clearing banks lost between them about {50,000,000 
of deposits. Around £10,000,000 probably represented 
the withdrawal of cash by customers; the much larger 
balance was due to the withdrawal of foreign deposits. 
A glance at the September figures of the individual 
clearing banks will immediately show that the incidence 
of this withdrawal of foreign moneys was very unevenly 
distributed. Its incidence according to this evidence 
tallies very closely with the known activities of these 
various institutions in the competitive search for foreign 
deposits over the past year. 

How did the banks react to the withdrawal of foreign 
deposits? In the first place, by a means which cannot 
be deduced from the publishe d figures. The banks most 
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affected by the withdrawal of foreign deposits went out 
of their way to retain what remained of such “ hot 
money’ and to induce depositors who announced their 
intention not to renew maturing deposit accounts to 
reverse that decision. This the banks in question did 
by offering abnormally attractive rates for the renewal of 
deposits, even for the shortest of periods. The rise in 
discount rates during the period of the crisis was more 
than matched by the unpublished rates which certain 
clearing banks were offering for the renewal of deposits. 
As an indication of the lengths to which this process went, 
a rate of 1} per cent. for postponing by one week the 
maturing of a deposit may be mentioned. Such purely 
defensive measures cannot, however, have influenced 
more than a comparatively insignificant volume of funds. 
The banks had to face up to ‘the f fact of a substantial 
withdrawal of deposits and had to meet the problem of 
adjusting their assets accordingly. 

Taking the September average figures, the reduction 
of £29,200,000 in deposits was met as to {15,800,000 by 
letting bills run off, as to £4,900,000 by calling in short 
loans and as to {7,000,000 by a reduction in cash (due to 
the withdrawal of currency by customers, plus the 
accumulation of sterling resources in the E.E. A. ). These 
movements substantially account for the task of 
equilibration. The fall of £1,000,000 in advances is of no 
particular significance. Items in transit were nearly 
{5,000,000 down and investments about £4,200,000 up. 
These items complete the balance ; but the last three move- 
ments are hardly related to the problems created by the 
crisis, except in so far as the increase in investments was 
due to the extremely attractive levels to which short term 
Government securities fell during the few days of minimum 
prices (yields of 3 per cent. could be obtained on Treasury 
Ones and of over 44 per cent. on Conversion 43’s). The 
banks, finding their deposits being withdrawn and their 
cash positions affected by the lag between currency 
withdrawals and purchases of sterling by the E.E.A. on 
the one hand and the appropriate open-market operations 
on the other, resorted to the traditional methods of 
restoring their cash ratios. They let bills run off and 
toa smaller extent called in short loans.* At one period 
* See also “The Discount Market’s Awakening,” p. 126. 
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all the banks had ceased to buy bills from the market. 
But, as might be anticipated, some institutions withdrew 
from the market much earlier than others. The fall of 
about {5,000,000 in short loans was almost wholly 
accounted for by a reduction in Stock Exchange loans. 
This reduction was partly the natural reflection of the 
drying up of Stock Exchange business during the crisis, 
but it also represented the recall of loans w hose collateral 
security had fallen in value well below the recognized 
margins. Though, on the basis of the average figures, 
discount market loans appear to have remained unchang red 
in September, some change occurred in their distribution 
as between bill and bond money. The discount market, 
finding itself deprived of much of its bond money 
obtained from lenders other than the clearing banks, 
and being unable or unwilling to sacrifice the security 
underlying these loans at the low prices which obtained 
during the crisis, was forced to apply to the clearing 
banks for a considerable amount of bond money. At 
the same time it was repaying bill money out of the 
proceeds of the sales of bills which it was able to make 
to the authorities during the whole of the emergency 
period. One of the effects of this variation—slight though 
it may have been in relation to the total of securities held 
against market loans—has been to cause the banks to 
scrutinize collateral with greater severity; and one of 
the concrete results of this has in turn been the decision 
by the clearing bankers’ committee to ban from the list 
of permissible security against money market loans all 
municipal bills other than those eligible for rediscount 
at the Bank of England. 

Perhaps the most unpleasant effect of the crisis on 
the clearing banks’ position was the startling depreciation 
in the value of investments. Taking the clearing banks’ 
portfolio at about £640,000,000, the depreciation suffered 
between the end-of- June balance sheets and the worst 
day of the recent crisis—a period over which the Financial 
News index of fixed interest securities fell from 128-3 to 
119‘9—must have amounted to around {£43,000,000. 
This depreciation must, to say the least, have caused a 
considerable encroachment on the banks’ hidden reserves 
Fortunately there has since September 28 been a recovery 
which has reduced the estimated depreciation as compared 
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with June 30 market values to a mere £17,000,000. In 
the trough of the gilt-edged market’s depression, however, 
the banks must have given some searching thought to 
the policy which over the past years has swollen their 
investment portfolios to figures between two and three 
times what they were before the cheap money era. So 
far as the clearing banks’ profit and loss accounts are 
concerned, the crisis will have left little trace behind it. 
The ill wind may actually have blown some good. The 
banks profited by the marked increase in foreign exchange 
and bullion business which ac companied the crisis. The 
September returns show a rise of £6,300,000 in accep- 
tances, etc. This movement may be assumed to represent 
for the most part an increase in forward exchange 
contracts and is an indication of the greater activity in 
foreign exchange operations—some of them connected 
with the forward sales of dollars accompanying gold 
arbitrage shipments to New York. 

With the passing of the crisis the banks are left with 
an appreciably reduced volume of deposits. The sudden 
withdrawal of those deposits on which the average rate 
paid by the clearing banks was quite out of keeping with 
the typical yield on the assets in which such volatile 
money should have been invested caused dislocation and 
some loss. After the experience of the past few weeks 
the clearing banks are unlikely to resume in its extreme 
form their competition for foreign deposits. That is one 
of the main lessons taught by the crisis. Another is 
the uncomfortable reminder the banks have received of 
the vulnerability of a gilt-edged portfolio running well 
over {600,000,000. The weeks of tension showed that in 
an emergency this part of the assets may become even 
less liquid than the bricks and mortar included in the 
premises item. Finally, the banks were given an oppor- 
tunity of appreciating again the astonishing elasticity of 
the credit machine now that it is freed from a rigid link 
between sterling and gold. That an outflow of deposits 
and a simultaneous expansion of currency could have 
taken place on so enormous a scale without a change in 
Bank Rate and with no more than a comparatively minor 
adjustment of open market discount rates is a real 
testimony to the manner in which the new technique of 
credit control has evolved. Even greater is the 
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unconscious testimony given to that machine and those 
who control it by critics who claim (perhaps not entirely 
without reason) that it could have been operated with still 
greater efficiency. 


The Discount Market’s Awakening 

N the discount market the effects of the crisis were 
I particularly marked. Whereas the market had passed 

through previous political crises almost—or even 
wholly—undisturbed, the events of September shattered 
in the space of two or three weeks the whole structure 
within which the market had carried on its operations 
during the previous six years. Indeed, the complete 
volte-face necessitated by the crisis can only be fully 
appreciated if it is viewed against the background of 
market conditions during that prolonged period of ultra- 
cheap money. For the discount market, the past six 
years have been outstandingly a period in which money 
has steadily flowed into this country from abroad, either 
directly seeking investment in Treasury bills or requiring 
the banks to hold more bills, the supply of which has 
not been increased. Thanks to a series of funding 
operations, the Exchange Account has been enabled to 
finance a huge influx of gold without on balance causing 
any expansion in the tender Treasury bill issue, which in 
fact has steadily fallen from a peak reached as early as 
1933. Competition for the available supply of bills has 
thus been abnormally intense. Since the owners of a 
large proportion of the floating balances in London have 
been only too willing to find employment for them at 
minimal rates of interest, special measures have been 
necessary to enable the discount market (which has to 
cover the cost of money borrowed at short terms from 
the banks) to continue functioning as a bill market at all. 
To prevent bill rates falling to equality with short-money 
rates, or even below them, the banks have agreed not to 
tender direct for bills and not to buy them below 3} per 
cent. nor until they are at least a week old, and have 
reduced their charges for bill money to } percent. ; while 
the Treasury has evinced no disapprov al of a syndic ated 
system of market tendering which in fact makes nonsense 
of the whole theory of competitive application for bills 
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on which the tender system is based. Even with these 
various props, discount rates have most of the time 
shown only the most exiguous margins over the cost of 
bill money. 

Concerned only to find an outlet for an always abun- 
dant supply of funds, the market has been allowed almost 
to forget its traditional function of cushioning the banks 
against temporary contractions in the supply of credit; 
it has evolved a technique of accumulating end-June 
and end-December Treasury bills by which even the task 

(and cost) of e xpanding the credit base over the seasonal 
pesinds of pressure is fathered on to the Treasury—all 
quite reasonably, since the market’s own profits on bill 
dealing have never been adequate to provide compensa- 
tion for special borrowings at Bank Rate. In addition, 
the negligible profits on bill operations have forced the 
market (again with the tacit approval of the banks and 
everybody else concerned) to seek its profits from opera- 
tions in bonds. The 1937 boom having passed its peak 
without causing the slightest stringency in credit, and 
an indefinite period of industrial depression (and therefore 
cheap money) being apparently in prospect, the tendency 
for market houses to expand their operations in bonds 
was, if anything, accentuated during the first half of the 
present year. Only those houses which for some time 
have viewed the political prospect with misgiving had 
carried out any precautionary shortening of sail, foregoing 
current profits as an insurance against possible losses 
such as were in fact incurred by many market houses 
during the crisis week. At the beginning of September, 
therefore, the activities of the market as a whole continued 
to be based on the tacit assumption that the future held 
in store an indefinite period of cheap money, with its 
corollaries of excessive competition for bills and buoyant 
prices for gilt-edged securities. 

When the crisis came, its repercussions were thus the 
more violent on both sides of the market’s business. 
The crisis falls naturally into two stages—the premonitory 
phase which occupied the first three weeks of September, 
and the acute phase during the few days preceding the 
Wednesday (September 28) which marked the turning- 
point of the crisis. During the initial stage, the impact 
on the market came almost entirely through the transfer 
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of continental funds from this country to New York. 
In the money market, the counterpart of the increasing 
pressure on sterling was a transfer of cash from the 
market to the Exchange Account in payment for the 
latter’s sales of gold and dollars—a transfer out of 
bankers’ deposits at the Bank of England into public 
deposits, which include the current account of the 
Exchange Fund. As the crisis progressed, the fund 
accumulated sterling much faster than this could be paid 
out again in redemption of maturing Treasury bills, or to 
finance the current revenue ee Thus by September 7 
public deposits had risen to £32+2 millions and bankers’ 
deposits (due in part to sales of securities by the banking 
department to offset the return of notes from circulation) 
had been reduced to the low level of {91-3 millions. 
Much of the money transferred to New York had formerly 
been lent to the discount market in the form of “ outside 
bond money,” and one of the earliest effects of the crisis 
Was a hardening in bond money rates from the normal 
; per cent. to § per cent., at w hich level outside money 
was in practice often unobtainable. Neither the rise in 
rates nor the disappearance of this money actually 
compelled any liquidation of bonds, for market houses 
were able to go to the clearing banks for loans at the 
latter’s minimum of I per cent., a highly unaccustomed 
procedure. Owing to the continued fall in prices, 
however, fair quantities of shorts were in fact liquidated 
on account of the shrinkage in margins and fear of further 
losses in price. This liquidation became considerably 
hs ‘r in the acute phase of the crisis. On Monday, 
September 26, a moderate amount of selling was allowed 
to cause devastating falls in Government securities, 
including even short-dated stocks. In the next few days, 
large lines of shorts were sold by discount market firms 
whose hidden reserves were not sufficient to restore the 
vanished margins on their bonds, so that heavy losses 
were incurred before the remarkable recovery of the 
Thursday. Many firms, to quote a leading discount 
broker, ‘‘ went from | affluence to penury and back to 
affluence in a week ’’—but the later affluence was con- 
siderably less than the earlier. 
Meanwhile the clearing banks were taking the 
necessary measures to protect their cash reserves. Owing 
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to the loss of a large part of their own foreign deposits 
and those of the private banks, coupled with the Bank’s 
rule-of-thumb policy of note neutr anton, they entered 
the crisis, as we have seen, with cash at an unusually low 
level. Hence their first and very proper reaction was 
almost entirely to suspend purchases of bills. The 
discount market, consequently, was suddenly deprived 
of its normal outlet for bills. A minor outlet was 
provided by special official purchases, but these were 
restricted at first to one-month’s maturities and even on 
the crisis days only extended to Decembers. They were 
therefore quite inadequate to replace the normal bank 
buying. Moreover, they were quite insufficient to restore 
to the market the credit immobilized on public de posits. 
The Banking Department allowed its own securities, 
as shown by the Bank Returns, to run down until 
the middle of the month; the special purchases must 
therefore have been made on behalf of the Exchange 
Account. Until the later days of the crisis bill money 
was freely obtainable (the banks, though unwilling to 
lock up funds in bills, were quite prepared to lend over- 
night) but lacking any certainty th: it it would be able 
to resell bills at anything less than Bank Rate, the 
discount market steadily raised its own buying rates. 
In tendering for Treasury bills, some of which would not 
even be taken up until ten days later, the market was in a 
particular dilemma, being the only section of the financial 
machinery required, at a time of great uncertainty, to enter 
into fresh commitments ten days forward. The averag 
rate at the Treasury bill tender rose from 10s. 1-53d. on 
August 26 (when total applications amounted to 
£87,605,000) to IIs. I1-02d. on September 9, then jumped 
to 18s. 10-75d. on September 16 and further advanced to 
Igs. 7°07d. on September 23. Total applications on 
September 16 were no more than {£55,795,000, and on 
September 23 only £58,215,000, even though the bills on 
offer at the latter tender included the much sought after 
end-December maturity. The decline in applications 
was due partly to the disappearance of outside competition 
for bills, but partly to the fact that many houses, for 
the first time since the syndicate was formed, tendered 
for part only of their quota, or not at all. 

In the crisis week itself the banks were faced with a 
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new problem, a rising demand for notes on the part of 
the public. Although the action taken by the authorities 
to offset this was as commendably prompt as before it 
had been negative (neutralization of note movements 
seems to work almost automatically) the credit position 
in the crisis days became really strained. Bill money 
was not always easy to find and there was even some 
calling in of clearing bank overnight money (not, to the 
market’s relief, of fixtures). Fears of war, which now 
seemed virtually certain, naturally increased still further 
the reluctance of the market to enter into commitments, 
and rates soared to within a fraction of the 2 per cent. 
Bank Rate. Indeed, on the critical Wednesday fears 
of an increase in Bank Rate on the following day (shades 
of 1931 !) seriously entered into the market's calculations. 
For six months fine bills, rates were charged up to 
3 per cent. 

After the crisis the reaction has been sharp, but not 
as sharp as was at one time feared. One of the clearing 
banks, in its eagerness to replenish its portfolio (or to 
anticipate the slump in rates) bought bills heavily on 
the morning of September 30 at 3 per cent., but the 
market nevertheless secured its bills at that day’s tender 
at a shade over I} per cent.; and although some of those 
bills were subsequently resold at $3 per cent. (less 
than half the tender price) rates later hardened again 
to 14-3? per cent. This result has been made possible 
largely by the disappearance of outside interest in the 
bills, large sterling area balances, as well as continental 
funds, having been exchanged for gold. But it is pro- 
bable, none the less, that an increé ased reserve in tendering 
for bills will be one of the more enduring effects of 
the crisis even should much foreign money return. 

Indeed, it may well be that as a result of the crisis 
the discount market will become less of an “ investment 
trust’’ and more of a bill market on the traditional 
pattern. The crisis came as a sharp reminder, after 
six years of desuetude and atrophy, that the market is 
still the clearing banks’ second line of defence; that 
even a Treasury bill, before it has run its allotted span 
of three months, may become unsaleable except at 
Bank Rate; that Bank Rate itself is not an immovable 
object fixed eternally at 2 per cent. Common prudence, 
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therefore, should prevent discount rates from lapsing 
to the old famine levels of a trifling fraction over } per 
cent. At the same time, the weaker houses should be 
deterred from running bond portfolios which they can 
finance only in fair weather conditions. Increased profits 
on bills may largely offset reduced earnings on bonds, 
but it will be a long time before they compensate for the 
crisis losses on securities which wiped out at one fell 
swoop several years’ running profits. If this is in fact 
the long-term effect of the crisis it will have left us with 
. far healthier bill market and one which will know that, 
despite the decline and fall of the commercial bill, it is 
still a vital cog in our financial machinery. 


The Crisis and the Foreign 
Exchange Market 


By Paul Einzig 
| « section of the financial organization of London 


which was most directly afiected by the inter- 

national political crisis of August and September, 
1938, was undoubtedly the foreign exchange market, 
including the gold market. While the Stock Exchange 
was affected only to a comparé tively moderate extent 
until the crisis approached its climax, the foreign exchange 
market came strongly under the influence of the political 
factor throughout August and September. There was a 
persistent selling pressure on sterling. From about 4-92 
at the end of July the sterling-dollar rate dropped 
steadily but persistently during August. The depreciation 
of sterling—or, as the movement was called by a loyal 
financial Press, the appreciation of the dollar—was 
moderated by official support, as a result of which the 
Exchange Equalization Account lost substantial amounts 
of gold. 

Throughout August, opinion in the foreign exchange 
market was divided on the question w hether the autho- 
rities would put up a stubborn resistance against a 
depreciation of sterling below the old parity of 4-86. 
Even though that rate had no special significance except 
the historical parity of sterling in relation to the dollar, 
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there was a widespread feeling that the United States 
authorities would regard with resentment a depreciation 
of sterling below that figure, and that the British 
authorities would do their utmost in consequence to 
prevent such a depreciation. On August 30 the landmark 
was oe and the moment the sterling or dollar rate 
fell below 4:86 a heavy burst of selling ensued. The 
view was widely held that it would have been wiser to 
hold the rate around 4:86, since the evidence of the 
determination of the authorities to maintain it at its old 
parity would have discouraged the selling pressure. In 
so far as the selling pressure was due to anticipation of a 
depreciation, this view was unquestionably correct. In 
so far, however, as it was due to anticipation of a 
kuropean war, it would probably have made no difference 
in the end if ther ate had been held at 4-86. 

Ixven after the old parity was passed the authorities 
resisted too rapid a depreciation, and until the last week 
of September the sterling-dollar rate still remained in the 
vicinity of 4-80. It was only when the political crisis 
attained its climax that the control relaxed its efforts. 
During the decisive week sterling was allowed to slump 
heavily, and the authorities confined their activity to 
occasional intervention in the way of rearguard action. 

The slump in sterling culminated on Wednesday, 
September 28, when it was expected that Germany would 
order general mobilization and launch an attack on 
Czechoslovakia. The experience of that day was almost 
unique in the history pe the foreign exchange market. 
Even though the range of fluctuations was not nearly so 
wide as that of the afoot in the franc on the day 
of the Poincaré squeeze in March, 1924, or of sterling on the 
day that followed the suspension of the gold standard in 
September, 1931, or of the dollar during the climax of the 
great dollar slump of 1933, the movements experienced on 
September 28 were infinitely more dramatic in their 
character and background. Throughout the morning 
sterling fell heavily and by the early afternoon nad 
declined by 12 cents from the overnight close of 4-7 

During Mr. Chamberlain’s speech in the Athi ‘of 
Commons the whole foreign exchange market was waiting 
in breathless excitement to hear whether the conclusion 
of the Prime Minister’s statement would indicate war or 
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peace. For about an hour and a half the market was kept 
in suspense, and during that time fluctuations were 
erratic and without any decisive tendency. When at the 
close of his speech Mr. Chamberlain announced the 
arrangements regarding the Munich conference, his 
statement precipitated frantic buying on a large scale. 
This was due almost entirely to heavy bear covering. 
The rapidity with which sterling had begun to depreciate 
during the previous days had given rise to a fair amount 
of speculation, and forward sterling had gone to an 
abnormal discount. When as a result of Mr. Chamberlain’s 
announcement it became evident that a peaceful solution 
of the conflict was possible and even probable, bears 
scurried to take their profits—or cut their losses, as the 
case might be. As a result, within five minutes sterling 
recovered from 4:61 to 4:71. On the following two days 
it continued to improve, especially after the announce- 
ment of the conclusion of the Munich agreement. 
Although the Exchange Equalization Account took 
advantage of the trend in order to replenish its gold 
stock by buying dollars, it did not rigidly resist the 
recovery. Its attitude in this respect disposed of the 
theory that the reason why sterling was allowed to fall 
below 4:86 was that the authorities would have liked 
to see a downward adjustment of sterling so as to 
correct its overvaluation in relation to the dollar. It 
seems that the policy of the Exchange Equalization 
Account was not prompted by any such fundamental 
object of policy. The authorities simply pursued their 
routine tactics of trying to iron out fluctuations. They 
resisted the decline up to a point but not rigidly, and 
when the tide turned they again resisted the recov ery 
to some extent but allowed it to take place nevertheless. 
It goes without saying that the franc was also affected 
by the political factor during August and September. 
Nevertheless, for several weeks at the end of August 
and the beginning of September the selling pressure on 
the franc appeared, strangely enough, to have come to 
a halt. The authorities pegged the sterling-franc rate 
throughout that period at 178-31, but they were able 
to hold the rate without much difficulty. The volume 
of selling pressure appeared to be very moderate indeed. 
According to one explanation, this lull in the flight from 
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the france was due to the revival of patriotism in the 
French people in face of the national emergency. 
According to another explanation, it was the stability of 
the sterling-franc rate which conveyed the impression 
that the franc was stable, notwithstanding its depreciation 
in relation to the dollar in sympathy with sterling. It 
seems probable that the first explanation was correct, 
for on past occasions the mere fact that the franc was 
pegged rigidly did not in any way diminish selling 
pressure on it. 

Unfortunately for France, the agitation of M. Flandin 
and other politicians undermined the moral of the 
wealthy classes. According to public statements made by 
M. Flandin, the reason why M. Daladier was supporting 
Czechoslovakia was that he was under the influence of 
the extremists of the Popular Front and that he wanted 
to divert attention from the unsatisfactory finances of 
the country. As a result of these statements, many 
wealthy French people came to the conclusion that in the 
circumstances they owed no loyalty to the Government, 
and accordingly resumed the transfer of their funds 
abroad. During the last ten days of September the 
flight from the franc was thus resumed and the French 
Exchange Stabilization Fund had to support the exchange 
heavily. 

While sterling benefited by the political change 
brought about by the Munich agreement, the franc 
failed to derive any benefit from it. On the contrary, 
the selling pressure became accentuated. This was due 
to the fact that after the cessation of the acute war 
danger the French public began to count the cost of 
mobilization, and developed a wave of pessimism re- 
garding its effect upon French finances. While until the 
Munich agreement the pressure on the franc was due to 
political factors, after the Munich agreement the pressure 
continued for financial reasons. This movement reached 
its climax at the beginning of October, when the steps 
taken by M. Daladier to obtain plenary powers from 
Parliament led to the anticipation of exchange restrictions 
and another devaluation. When, however, it became 
evident that he did not mean to make any such use of 
his plenary powers, the franc underwent a recovery. 
This improvement was helped by the virtual dissolution 
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of the Front Populaire and by the expectation that 
M. Daladier would modify the 40-hour week. 

In addition to sterling and the franc, the belga, 
Swiss franc and guilder were also subject to selling 
yressure from time to time during the political crisis 
While the belga remained fixed in relation to gold and 
the dollar, the Swiss franc and the guilder were more or 
less stabilized in relation to sterling. Indeed, from the 
end of August France, Holland and Switzerland came to 
be regarded as temporary members of the sterling bloc. 
Their policy was due to the desire that their trade should 
not be victimized by a depreciation of sterling as it was 
between 1931 and 1936. 

The gold market was the scene of conflicting currents. 
During earlier phases of the crisis there was much gold 
hoarding on Continental account. As the likelihood of 
war appeared to increase, however, the hoarding demand 
subsided and gave rise to a wav e of dishoarding. The 
explanation of this lay in the fear that in the event of 
war an embargo might be placed on the export of 
foreign-owned gold, or that the Bank of England might 
compel its surrender at the current market price or 
even at the statutory rate of 84s. rod. However absurd 
this assumption may appear, there were a number of 
people who believed in it, and who hastened to liquidate 
their gold holdings. As a result of this wave of dis- 
hoarding, gold tended to go to a heavy discount on the 
dollar. Fortunately the Exchange Equalization Account 
realised the importance of avoiding another gold scare and 
was a ready buyer of dishoarded gold. 

Throughout this period there were heavy arbitrage 
operations consisting of the shipment to New York of 
gold bought in the market or from the authorities. 
Since the authorities themselves had to undertake large 
shipments in connection with the support of sterling, 
the westward stream of gold across the Atlantic through- 
out August and September was very heavy indeed. 
When during the second half of September the war 
risk appeared to become more acute, new complications 
arose as a result of the reluctance of the underwriters 
to insure the shipments against war risk. For a short 
while arbitrage was brought to a complete standstill, and 
even when the underwriters were once again prepared to 
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insure against war risk at a higher rate it was difficult 
to arrange transactions. There was strong pressure in 
favour of inducing the Government to institute a scheme 
of insurance against war risk, but before a decision had 
been reached upon the subject in Whitehall, the political 
tension relaxed. On the day of the climax, the price of 
gold rose to 147s. and the turnover was very considerable 
indeed. 

Throughout the crisis the price of gold was constantly 
at a discount against the American shipping parity, but 
after the change in the political situation it gradually 
went to par and even to a nominal premium. The price 
fell in sympathy with the recovery of sterling, even 
though its fall was moderated by the disappearance of 
the discount and by the contraction of the cost of shipment 
through the reduction of insurance charges. 

It may be said without fear of contradiction that 
operations in gold were never so complicated as during 
this period. On previous occasions it has been more or 
less a “one-way street.” Either there has been a 
persistent hoarding fever or a persistent dishoarding 
fever. During September, however, hoarding and dis- 
hoarding proceeded sii nultaneously according to whether 
the Continental public considered it adv isable to hold 
gold or dollars in the event of war. As we have seen 
above, arbitrage was also subject to various complica- 
tions. The management of the market was in the 
circumstances anything but easy, and while the Exchange 
Equalization Account’s policy regarding sterling during 
the crisis may be open to criticism, its tactics in the 
gold market certainly deserve commendation. 

The experiences of September hold several lessons 
worth retaining. In the event of a repetition of the 
crisis, the authorities would have to reckon with very 
heavy withdrawals, and for this reason they have to 
endeavour to replenish their gold reserve, or at any rate 
to prevent its further decrease, whether through a 
persistently adverse trade balance or through an outflow 
of capital. It might be advisable to inspire confidence 
among foreign holders of sterling by increasing the gold 
reserve by the liquidation of some of our long-term foreign 
investments. Another lesson taught by the crisis was 
that, if the flight of capital is due to fear of war, then it 
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is immaterial at what level the authorities try to hold 
sterling. The decision regarding the level should not, 
therefore, be guided by technical considerations, but 
entirely by major considerations of policy. Finally, it 
would be helpful if a large part of the gold reserve were 
kept in the United States or Canada. By such means 
the congestion of gold shipments could be avoided in 
future crises, apart altogether from the advantage of 
avoiding the risk attached to gold shipments in the event 
of war. 





The City in 1914 
By F. Leslie White 


N view of the continued international tension it 
| cannot fail to be of interest to review briefly how 

the City of London fared at the outset of the catastro- 
phic war of I9I4—I9gI9Q. 

The first institution to be most seriously affected 
then was the London Stock Exchange. The trouble 
started in Vienna, where a panic occurred on the Bourse 
owing to the threatened outbreak of hostilities between 
Austria and Servia. It spread to the other Continental 
bourses, which soon collapsed and closed, with the ex- 
ception of the official (parquet) Paris Exchange. As a 
result, phenomenal quantities of international securities 
were sent here from the Continent to be offered for 
sale. The movement spread to every section of the 
Stock Exchange. Constant heavy selling for foreign 
and also for domestic account soon caused a very serious 
decline in prices. For those who were carrying stocks 
on margin the necessity arose for additional margin or 
repayment. Some of the banks decided to ask 
for repayment and this action threatened to bring 
about a further and more disastrous drop in prices. 

The difficulties of the situation were intensified 
by the fact that a Stock Exchange settlement was 
to take place at this time. It had been arranged for 
July 27-29. But, owing to the disturbed state of the 
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Continent, foreign clients of brokers neglected, or were 
unable, to remit the sums owing by them in connection 
with the settlement. The natural result was that m: ny 
firms of stockbrokers found themselves in a most pre- 
carious position, and one important concern with a 
large foreign clientéle was forced out of business. To 
avoid further demoralization the Stock Exchange was 
closed at the conclusion of business on July 30. It 
was the first time in its history that it had so closed : 
even during the Napoleonic wars it had always manage d 
to keep its doors open. 

Its closing meant for the banks that whereas, if 
England were involved in the war, they would probably 
have to meet heavy withdrawals of money, their in- 
vestments were now locked up, their outstanding Stock 
Exchange loans uncallable, and the realization of the 
relative collateral out of the question. 

The Stock Exchange was destined to remain closed 
for many months, although gradually, pending its 
re-opening, dealings in stocks took place’ by negotiation. 

On October 31 a scheme of Government assistance 
was put into operation. Under its terms the Bank of 
England was authorized by the Treasury to advance 
up to 60 per cent. of the sap of Account to Account 
loans outstanding on July 29, granted by lenders other 
than banks, and the Bank Bes, hoes not to claim repay- 
ment of such advances until twelve months after the 
conclusion of peace. The banks had had ample currency 
facilities placed at their disposal under the Currency 
and Bank Notes Act of August 6, to which fuller reference 
will be made subsequently. They now agreed not to 
press for repayment of their outstanding Account to 
Account loans, nor to require further margin, until 
twelve months after the conclusion of peace. These 
arrangements opened the way for the completion of the 
July settlement of the Stock Exchange, and it was 
completed, as far as that was possible in the circumstances, 
on November 18. The House did not re-open, however, 
until January 4, 1915. Even then, dealings were subject 
to constantly changing official minimum prices, below 
which transactions were forbidden, and these protective 
minimum prices were not removed from all Stock 
Exchange securities until July, 1910. 
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Concurrently with the events which led to the closing 
of the Stock Exchange, a rapid disorganization of the 
foreign exchanges was taking place, which ended in 
complete breakdown. The main causes of this dis- 
concerting phenomenon were the attempt on the part of 
English banks and financial houses to call in all short- 
term credit from all countries simultaneously, and 
a general demand by traders abroad for sterling exchange 
to meet their maturing liabilities in London. At that 
time, the floating debts callable by England were very 
large. Drastic contraction of credit on this scale was 
né :turally doomed to futility. As soon as the inevitability 
of a great war became apparent, all the European and 
also the North American exchanges rose rapidly. As 
an illustration of the rapidity and extent of the de- 
preciation witnessed, it may be mentioned that on 
August 1 the New York rate was marked up to $7: 
Rates generally became nominal, and later no lt Ph 
could be obtained. 

The only European exchange rate which did not 
rise was the Paris rate. France owned just then im- 
portant sterling balances in London, which she began 
to call in, with the result that the French franc appreciated 
to 25°05 in the course of a few days. Parity at that 
time was 25°22 

The consequences of the collapse of the exchange 
machinery were alarming, especially for those whose 
solvency depended almost entirely on the receipt 
of remittances from abroad, and the accepting houses 
were in just that position. By far the greater part of 
their business was done with foreign countries. Their 
outstanding acceptances were enormous, totalling, ac- 
cording to most estimates, from {300,000,000 to 
£350,000,000. Normally, they met their acceptances, 
as they fell due, by funds provided at the maturity of the 
bills by the clients on whose behalf the credits had been 
arranged. Now, however, owing to the breakdown 
of the exchanges, their foreign clients were unable to 
make the requisite remittances, and the acceptors them- 
selves naturally had not sufficient liquid resources to 
make good this deficiency. The situation appeared 
desperate. It was such that, to protect them, a mora- 
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torium on bills of exchange became necessary on August 2, 
the text of which was as follows :— 


ae 


cc 


ce 


ce 


Proclamation of Sunday, August 2nd, 1914, for post- 
poning the payment of certain bills of exchange. 


George KR.I. 

Whereas in view of the critical situation in Europe 
and the financial difficulties caused thereby it is 
expedient that the payment of certain bills of exchange 
should be postponed as appears in this Proclamation : 

‘ Now, therefore, We have thought fit, by and with 
the advice of Our Privy Council, to issue this Our 
Royal Proclamation, and We do hereby proclaim, 
direct, and ordain as follows :— 

“If on the presentation for payment of a bill of 
exchange, other than a cheque or bill on demand, 
which has been ac cepted before the beginning of the 
fourth day of August, nineteen hundred and fourteen, 
the acceptor re-accepts the bill by a declaration on the 
face of the bill in the form set out hereunder, that 
bill shall, for all purposes, including the liability 
of any drawer or indorser or any other party thereto, 
be deemed to be due and be payable on a date one 
calendar month after the date of its original maturity 
instead of on the date of its original maturity, and to 
be a bill for the original amount thereof increased 
by the amount of interest thereon calculated from the 
date of re-acceptance to the new date of payment 
at the Bank of England rate current on the date of the 
re-acceptance of the Bill. 


“Form of Re-Acceptance. 
“ Re-accepted under Proclamation for £ 
(insert increased sum). 
“ee 


PE. cécedawsinsadunaeionneee 


Given at Our Court at Buckingham Palace, this 
second day of August, in the year of our Lord 


one thousand nine  handred and fourteen, and in 
the Fifth year of Our Reign. 


Gop save the KING 


“é 
se 


‘é 


This proclamation, which was subsequently extended, 
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gave the accepting houses a welcome sain from their 
immediate anxieties. 

Meanwhile, the position of the bill-brokers was at 
first no happier than that of the accepting-houses. As 
is well known, the major part of the transactions of 
the discount houses is financed with borrowed money. 
In normal times, the amount of money available to them 
does not fluctuate very suddenly or considerably. 
But, during the fortnight which preceded England’s 
entry into the war, the banks were confronted with 
such serious difficulties that they were all obliged to 
take in simultaneously a large portion of their money 
at call and at short notice from the bill-brokers. The 
latter were consequently obliged to have recourse to 
the Bank of England, “ape they either borrowed heavily 
on the security of bills, or sold a considerable portion 
of their bill-portfolio, he the purpose of meeting the 
calls of the banks. It became obvious that the bill- 
market would cease to function unless it received special 
assistance. Accordingly, on August 13, the Government 
announced that the Bank of England, under Govern- 
ment guarantee against loss, would discount at Bank 
Rate, without recourse to the holders, all approved 
bills accepted before August 4, and that the acceptors 
of such bills discounted at the Bank of England might 
“nye payment at maturity by paying interest at 

2 per cent. above Bank Rate. Later, on September 5, 
the Government made known that the followi ing important 
arrangements had been made with the Bank of England: — 

(1) The Bank of England will prov ide (where 
required) acceptors with the funds necessary to 
pay all approved pre-moratorium bills at maturity. 
This course will release the drawers and endorsers 
of such bills from their liabilities as parties to these 
bills, but their liability under any agreement with 
the acceptors for payment or cover w ill be retained. 

(2) The acceptors will be under obligation to 
collect from their clients all the funds due to them 
as soon as possible, and to apply those funds to 
repayment of the advances made by the Bank of 
England. Interest will be charged upon these 
advances at 2 per cent. above the ruling Bank 
Rate. 
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(3) The Bank of England undertakes not to 
claim repayment of any amounts not recovered 
by the acceptors from their clients for a period 
of one year after the close of the war. Until the 
end of this period the Bank of England’s claim 
will rank after claims in respect of post-moratorium 
transactions. 

(4) In order to facilitate fresh business and 
the movement of produce and merchandise from 
and to all parts of the world the joint-stock banks 
have arranged, with the co-operation, if necessary, 
of the Bank of England and the Government, to 
advance to clients the amounts necessary to pay 
their acceptances at maturity where the funds 
have not been provided in due time by the clients 
of the acceptors. The acceptor would have to 
satisfy the joint-stock banks or the Bank of England 
both as to the nature of the transaction and as 
to the reason why the money is not forthcoming 
from the client. These advances would be on the 
same terms as regards interest as the pre-moratorium 
bill advances. 

Needless to say, these arrangements were of great 
assistance in the gradual restoration of activity to the 
bill and foreign exchange markets. 

The closing of the Stock Exchange, together with 
the difficulties of the accepting houses and bill- brokers, 
had had the effect of creating for the banks a very 
embarrassing situation, which was accentuated by the 
larger and more numerous withdrawals by depositors. 
They had been able to take in only a portion of their 
Stock Exchange loans, and, although they had called 
in large sums “from the bill-brokers, they were obliged 
to leave much larger sums with them uncalled. The 
maturity of the bills they had in portfolio was postponed 
by the bill moratorium. Their investments were for the 
time being unrealizable owing to the closing of the 
Stock Exchange, and their ability to call in advances 
was, for obvious reasons, greatly restricted. Moreover, 
although there was no decided run on the banks, with- 
drawals by depositors were such as to make it apparent 
that there would soon be an insufficiency of legal tender 
money. 
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Monday, August 2, was a Bank Holiday, and Tuesday, 
Wednesday and Thursday were appointed special Bank 
Holidays. If Sunday, August 1, is included, five days 
were thus provided for the preparation of steps to meet 
the situation. 

On Thursday, August 6, a general moratorium 
was proclaimed, and the Currency and Bank Notes 
Act was passed. This Act authorized the Treasury to 
suspend the Bank Act if necessary. It was suspende od, 
but only for a very short period, as the other provisions 
of the Act made a longer suspension unnecessary. Under 
this Act the Treasury was empowered to issue {1 and 
ros. currency notes which were to be legal tender in 
the United Kingdom for any amount. Ina memorandum 
issued by the Treasury it was announced that currency 
notes would be issued through the Bank of England 
to bankers as and when required up to a maximum limit 
not exceeding, in the case of any bank, 20 per cent. of its 
liabilities on de posit and current accounts, in the form 
of an advance by the Treasury, the security being a 
floating charge on the bank’s assets in priority to all 
other charges, bearing interest from day to day at the 
current Bank Rate. The banks were, accordingly, 
placed in the poe of being able to obtain, if required, 
an advance of £225 millions of legal tender currency. 

These measures made it possible for the banks to 
re-open on Friday, August 7 and to resume their business 
operations, as they were now secure, under the general 
moratorium, from any possibility of a “run.” In 
addition, they were in possession of a supply of legal 
tender currency adequate to meet all possible require- 
ments. The general moratorium came to an end on 
November 4. Thus ended for the City the worst period 
of the crisis occasioned by the outbreak of war. 
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A.R.P. and the Banks 


By James Greenhill 
Joint General Manager of the Westminster Bank 


HE letters ‘““ A.R.P.”’ have already only too familiar 
aring. Yet it is no more than two years since the 
Home Office Handbooks (one of which suggests 

that establishments employing 100 or more should, as a 
general rule, work out a self-contained scheme) came 
into circulation. It is safe to say that, so far as the 
banks were concerned, it is from that time that the 
question came under consideration. Generally speaking, 
however, little or nothing was done, although the matter 
was in the bac kground as something which would one 
day have to be tackled. In those exceptional cases 
where steps were taken, the early experience gained has 
been extremely useful. The construction of shelters in 
the basements for the large staffs of the head offices was 
found to be a long and expensive task. Those banks 
having two or three large city offices, with staffs running 
into hundreds, found themselves confronted with for- 
midable problems and expense. 

As the schemes were unfolded a growing sense of 
the importance of the work became apparent, notwith- 
standing the fact that “‘ A.R.P.”’ is one of those things 
upon which there did exist a difference of opinion—on the 
ground that no protection can be adequate against the 
fearsome weapons which are now available. A case 
could be made out for taking no action at all! Be that 
as it may, the preparations that were taken were con- 
fined, in the first instance, to the head offices, which it 
was sought to make as proof against attack from the 
air as their structures would allow. Fortunately most 
of the buildings are of modern construction and, there- 
fore, more suitable for adaptation than older buildings 
would have been. The vaults of the banks were readily 
converted into shelters, with air locks, first aid rooms 
and cleansing stations. Special ventilating plant has 
been installed and the space allocated to the staff marked 
with indicators—in some cases, by colours and letters. 
Warning syrens have been installed, additional fire 
appliances and first-aid stations provided, and telephone 
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exchanges placed underground. Rehearsals have been 
held, and it has been found that in large offices, 
populations up to 1,400 or more have been able to take 
cover underground in the shelters in allotted places, in 
an orderly manner, well within six minutes from the 
sounding of the warning. 

It can be claimed, with truth, that so far as the 
personnel is concerned in the big city offices, adequate 
provision has been, or will be, made, and no expense 
spared. Air-raid precautions training for the staff, con- 
sisting of anti-gas measures and first aid, have been 
provided by means of courses of lectures, demonstrations 
and practical work. This has been of a very thorough 
character, and much keenness has been displayed. A 
sufficient number of trained personnel have thus been 
forthcoming to man the casualty and cleansing stations. 

Permanent structural alterations to the city offices 
have not, generally speaking, been undertaken, as apart 
from a direct hit (against which there is no effective 
protection) the added strength which would be given by 
reinforcing the existing structures would not give such 
additional protection as to justify the very large sums of 
money which this work would cost, disregarding the 
important question of the time which such work would 
take to complete. As for the branch offices, that is 
admittedly a difficult question. Obviously, many of the 
large provincial buildings call for special attention, as 
they do not lend themselves to the more elaborate 
adaptation possible in the city offices. Structurally, 
little or nothing can be done, but the means of providing 
precautions for emergencies, such as the equipment of 
basements as gas-proof shelters, are receiving careful 
consideration. The concealment of light is another 
problem, since it runs directly contrary to the aims of 
the architects whose endeavour it has been to provide 
as much light as possible in the design of the building. 
Both permanent and temporary measures have been 
devised to overcome this difficulty. 

In view of the experience gained by observers in the 
Spanish War, however, it becomes startlingly evident 
how inadequate all precautionary measures appear to be. 
Notwithstanding this, the vital necessity for the continued 
functioning of the financial machine as one of the 
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essential services is obvious and, as an emergency 
measure, the problem of decentralization has been forced 
upon us. This side of the problem, apart from the safety 
and well-being of the staff, is of paramount importance 
and has been, and is, receiving the fullest consideration 
of the banks. Schemes have been formulated for the 
removal of the controls, staff departments, premises 
departments, trustee offices, accountants departments 
and the clearing from the city to places considered to be 
safer. There is little doubt that the plans now under 
consideration will result in such steps being taken as will 
ensure a greatly reduced degree of risk, inconvenient and 
costly as such decentralization must be, especially for 
the large institutions. Even so, the vexed question of 
duplication of vital records still remains. Much work 
has been done in this direction, in which photography 
has been fully used, and plans have been prepared by 
which, if a branch bank becomes a casualty, it would be 
possible—though not without some delay—to reconstruct 
its business. 

The banks have provided adequate facilities for the 
storage of securities and valuables on behalf of their 
customers. The confidence which the public have in our 
banks is well founded. But members of the public should 
realize the necessity for themselves keeping exact and 
up-to-date records of securities deposited with their 
bank, as an additional help both to themselves and the 
bank in case of need, for under present-day conditions 
it must be admitted that a risk exists. The general 
confidence in the safety afforded by the banks’ strong- 
rooms was, however, amply evidenced by the increased 
demand for storage accommodation during the recent 
crisis. 

Enough has been said in a general way to indicate 
the scope of the problem and some of the steps which 
have been, and are being, taken. There can be no doubt 
that, by the process of trial and error, the banks will 
evolve as complete a set of “‘A.R.P.’’ measures as 1s 
possible. But the greatest reward of those whose task 
this work has been would be to know that all their plans 
and schemes had been rendered unnecessary by the 
establishment of settled political conditions in Europe. 
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Scottish Trade and Industry 
By C. J. Shimmins 


S this is written, the Empire Exhibition at Bella- 
houston Park is drawing to a close and it is yet 
too early to estimate the financial results of the 

venture. Owing to bad weather and other causes, the 
attendances have not, however, been so large as antici- 
pated. It is hoped that further overseas orders will 
come to Scotland, particularly to the heavy industries 
on which we are so dependent. That depe ndence has 
been the curse of Scotland in the economic sense. The 
primary industries of agriculture, coal, iron and steel, 
fishing and shipbuilding account for over three-quarters 
of the total produc tion of the countr Y. Hence, in a 
period of trade depression, Scotland must suffer, and 
has in fact suffered severely. At present, unemployment 
is intense, even allowing for the re-armament boom and 
the modern schemes of Trading Estates for establishing 
lighter industries in the Special Areas. 

In the graph overleaf, the average percentage of 
unemployment in Scotland is compared with that of 
the United Kingdom. It will be observed that after 
1929 the gap gradually widens until the peak figure is 
reached in 1932; thereafter both lines move downwards, 
but the gap is more than double that of 1929. During 
the first three months of the current year the unemploy- 
ment ——— — to fall, with the usual seasonal 
upward swing in July. In September the number of 
unemployed persons rose by almost 9,000 as compared 
with the previous month, and by over 24,000 compared 
with August last year. The following table shows the 
incidence of unemployment in the heavy industries : 


1937 1936 1935 
September August September 
Coal Mining... a 15,091 17,206 16,793 
Shipbuilding, etc. 5 10,670 10,257 10,729 
General Engineering .. 5,345 7,974 8,807 
Iron and Steel ba 2,086 6,049 6,405 


Coat MinING. The Scottish coal industry began the 
year with prospects brighter than for many years. 
The output of coal for 1937 was over I per cent. greater 
than in the previous year and II per cent. greater than 
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in 1932. The position has gradually deteriorated, and 
for the first six months of the current year the output of 
saleable coal declined by almost 900,000 tons as compared 
with the corresponding period of the previous year, while 
shipments to the end of September last were 7,835,000 
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tons, as against 9,325,000 tons in the same period last 
year. The industry is, however, in a much more 
favourable position than a few years ago and is very 
highly organized, although it is possible that further 
economies could be effected by amalgamations of the 
smaller units. It is interesting to note in the last Annual 
Report of the Mines Department that over 70 per cent. 
of the output of coal in Scotland was cut by machinery 
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as against over 50 per cent. for Great Britain as a whole. 
The chief trouble is the export trade. Failing an inter- 
national cartel, it is possible that legislation will be 
passed providing for a levy on inland sales to provide 
a fund for subsidizing the export trade. Although the 
past two years have witnessed considerable progress, 
the position is far from the pre-war figures, when the out- 
put was 42,456,000 tons, against 32,465,000 last year. 
The decline in the number of wage earners has been more 
pronounced—from 139,424 in 1913 to 88,700 in September 
last. 

AGRICULTURE. Agriculture, as Sir Daniel Hall says, 
is ‘‘a distressed industry ’’’ and the modern farmer is 
protected by tariffs, quotas, price fixation, marketing 
boards and direct subsidies. The preliminary statement 
of the Department of Agriculture for Scotland for 1938 
issued in June last showed that the total area under 
crops and grass amounts to 4,568,000 acres, comprising 
2,985,000 acres of arable land and 1 ,583,000 acres under 
permanent grass. The total acreage is 3,000 acres less 
than for 1937 and is the smallest recorded since 1873 
Scotland has an area (excluding water) of just over 
19,000,000 acres and more than half of this consists of 
‘rough grazings’’; one quarter is under crops and grass, 
and the remaining quarter consists of deer forests, wood- 
lands, cities, towns, railways, roads, etc. The following 
table of acreages illustrates the trend of production in 
Scottish agriculture and the changes due to marketing 
schemes, e.g. wheat has increased over 50 per cent. since 
the subsidies were introduced : 


IQII-I5 1925-29 1932 1937 1935 
(Estimated) 
Vats “i 952,000 g06,000 867,000 819,000 795,000 
Whe: it a 64,000 56,000 52,¢ OO 100,000 94,000 
Barley o ISI,000 I21I,000 6gG,000 SI,000 100,000 
lurnips ne 432,000 36 2,000 345,000 331, OOO 324,000 
Potatoes os 145,000 144,000 146,000 135,000 138,000 


The importance of oats to the Scottish farmer is clear 
from the above table (Scotland grows about one-third 
of the total for Great Britain) and it was only last year 
that legislation was passed to grant a subsidy. Under 
the legislation the Government will make a payment 
in any year when the price falls below 7s. 7d. per cwt. 
(at present it is around 6s.), but not to exceed {£1 per 
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acre, and a similar rate is payable in respect of barley 
in any year when a subsidy is found to be payable on oats. 
The live stock industry is of prime importance to 
Scotland and in terms of money accounts for fully 
So per cent. of the total output of Scottish agriculture. 
In recent years, while there has been a diminishing tillage 
acreage, there have been increases in stock output (except 
horses), and especially Sheep, which on the estimated 
figures for 1938 are 4°3 per cent. higher than 1937. 
Under the Live Stock Industry Act, 1937, a new system 
of grading was introduced which prescribed a higher 
standard of quality for earning the subsidy. This new 
method of grading is advantageous to Scottish farmers 
where the quality is very high and it is estimated that 
Scotland draws fully one-fifth of the total subsidy, but 
as against this Scotland only draws one-seventeenth of 
the wheat subsidy. Sheep farming has not been so 
profitable during the past year and the farmers are 
clamouring for a subsidy which will likely be granted. 
From the employment point of view, agriculture is still 
the most important industry, and at June last the number 
of wage earners. regular and casual, and excluding 
occupiers of holdings, their wives and domestic servants, 
Was I05,000, a decrease of over 5,000 from the previous 
vear. Wages are now regulated under the Agricultural 
Wages (Regulation) Scotland Act passed last year. 
IRON AND STEEL. The recession in trade in this 
country and the United States is clearly illustrated in 
the statistics relating to steel production, which are 
often a useful guide to business conditions. In Scotland 
it would appear that the setback has not been so severe, 
as the production to the end of August last was 1,160,300 
tons as against 1,187,500 for the same period in 1937, 
a fall of 2-3 per cent., whereas the British steel production 
as a whole fell by over 13 per cent. During the past three 
months the decline has been accelerated, due to some 
extent to the restricted orders for ship-building material. 
There has also been a lessened demand from the light 
castings industry (centred around Falkirk), which is in 
turn probably due to the lull in the building industry. 
There are also grounds for belief that buyers are holding 
off in the hope of lower steel prices at the end of the year. 
The steel production in Scotland is under the control of 
practically one firm. Colvilles Limited and its associated 
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companies control over go per cent. of the output and 
is one of the best examples of rationalization in the in- 
dustrial post-war era. Steel production is concentrated 
in a few works, but these are equipped with the most 
modern plant, and this advance in technique is one of the 
major causes of unemployment in the industry. For 
instance, a mill at the Glengarnock Works can produce 
more than four times the quantity it was capable of 
dealing with only eight years ago. In recent weeks there 
has been an unprecedented demand for galvanized 
corrugated sheets for air raid shelters. With the re- 
armament programme under way and in all likelihood 
to be expanded, the outlook for the industry is hopeful 
for some time to come. 

SHIPBUILDING. The prospects for the shipbuilding 
industry are depressing, particularly as regards new 
mercantile tonnage. In September the Queen Elizabeth 
was launched, but there has been almost a complete 
cessation of orders for mercantile tonnage, and only two 
vessels of over 10,000 tons gross are under construction. 
The ship owners maintain that the high cost of steel, 
which has risen by over 30 per cent. during the past 
three years, is the principal cause of the decline; on the 
other hand it is estimated that steel only accounts for 
10 to 15 per cent. of the total cost of a vessel. It is 
possible that ship owners are refraining from placing 
fresh contracts for new tonnage in the hope of a reduction 
in steel prices. There is, however, a large amount of 
naval construction, but it must be remembered that only 
about nine of the shipyards in the Clyde district are 
connected with Admiralty work, out of a total of twenty- 
two, and all will agree that an industry such as ship- 
building depending on rearmament work is not a 
satisfactory sign. 

FIsHING. The fishing industry is still one of the 
political problems so far unsolved, and many of the 
fishing ports have a larger percentage of unemployment 
than even the “ depressed areas.’”’ The main problem 
with the herring industry is the loss of the pre-war markets, 
while the operating units have not been reduced at the 
same rate. Germany and Russia, the two largest pre-war 
customers, have dev eloped a policy of self-sufficiency, 
while the war resulted in the establishing of highly 
competitive fleets built up by the neutral countries 
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Holland and Norway. Although the Herring Board 
was established to regulate the output of the industry 
and extend and control the markets, its policies have 
not found favour among the fishermen, who have ex- 
pressed their feelings in no uncertain manner. Under 
the recent Herring Industry Bill a new Board will be 
constituted, and grants are to be made available for the 
provision of new motor boats. Between 1931 and 1935 
over 250 drifters were scrapped in pursuance of the 
Government policy. As regards the white fishing indus- 
try, the problems are different, as there is not the same 
dependence on the overseas markets. While prices are 
higher, costs, especially coal, have risen considerably. 
Another problem facing the Scottish section of the indus- 
try is the heavy transport costs of conveying the fish 
from Aberdeen to the main consuming centres, where 
they have also to compete with the “ distant water ”’ 
fish of a coarser quality and retailed at a lower price 
which are landed at Hull and Grimsby. On the other 
hand, one port, Lossiemouth, has experienced a fair 
measure of prosperity by changing over to motor boats 
or motor seiners. In 1937 the landings amounted to 
145,339 cwts. valued at almost £125,000, which is 46 per 
cent. of the total Scottish seine fishing. The Lossiemouth 
fishermen are able to dispose of most of their catch in 
Glasgow, where they have established close contact with 
the salesmen. Under the Sea Fish Industry Act, 1938, 
a white fish commission has been appointed which will 
have general supervisory powers over the white fish 
industry in the United Kingdom, including such powers 
as setting up Marketing Boards and the registration of 
retailers of fish. 

Another depressed industry is jute, centred in Dundee, 
where there is an average of unemployment of over 
23 per cent. It would appear that some restriction of 
imports is necessary, such as by fixing a quota. 

While there are many depressing features in the 
present position of Scottish industry, there have been 
a few encouraging developments during the last few 
months. In September a new distillery at Dumbarton 
belonging to Hiram Walker was opened by the Com- 
missioner for Special Areas in Scotland. The warehouses 
have a capacity of 1,700,000 gallons of whisky, the 
excise duty on which would be almost enough to build 
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a battleship. At Mossend the former Beardmore Steel 
Works have been reconditioned and will shortly be in 
operation for heat treatment of armour plates, whereas 
another portion of the works will be used for the erection 
of a large chemical factory. The successful discovery 
of oil near Dalkeith has raised hopes of further discoveries 
being made in the vicinity. 

The recent war scare may prove in some ways a 
blessing in disguise to Scotland, as manufacturers are 
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ONE OF THE SPECIAL TYPES OF FACTORY AT THE SCOTTISH 
INDUSTRIAL ESTATES AT HILLINGTON 
beginning to realize that, while the southward drift of 
industry has certain advantages, such factories are 
vulnerable in the event of war. Facilities for new 
factories are available in the Industrial Estates set up 
under the Government and financed by loans from the 
Special Areas Fund. The first of these in Scotland, 
established just over a year ago, is situated at Hillington, 
near Glasgow, and comprises almost 300 acres. At 
present 120 factories have been completed or are under 
construction, and for these already nearly 80 different 
industrial firms have been secured as tenants, mainly 
engaged in the lighter industries. It is true that Scotland 
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has large numbers of smaller industries but these are 
generally branches of the basic industries or businesses 
that existed before the war. There have been too few 
of the newer industries catering for the luxury trades 
and it is hoped that the industrial estates will attract 
such industries and so diversify the economic structure 
of Scotland. 

The main attractions of the Trading Estates are, 
first, a modern factory ona rental basis ; secondly, financial 
assistance is available for the purchases of plant and 
machinery by means of the Special Areas Reconstruction 
Association, Limited. The capital of this company is 
subscribed by the Bank of England and some of the 
other banks, whilst the Government contributes towards 
expenses and indemnifies losses up to 25 per cent. 
There is also available the fund of £2,000,000 subscribed 
by Lord Nuffield. Thirdly, the Commissioner for Special 
Areas has powers under Special Areas (Amendment) Act, 
1937, to grant remissions in respect of rent, rates and 
income tax. 

At Hillington there are various types of factories. 
For instance, the “ nest ’’ type are planned in blocks of 
six or seven units each, and in each factory the working 
space is 1,200 sq. ft. The cost in rent, local rates and 
heating of one of these factories amounts to only {1 per 
week. All steam used by the factories is supplied from 
a central boiler house at special low rates. The employees 
have not been forgotten. Cheap food is available in the 
temporary canteen, set in attractive surroundings, while 
sports grounds will soon be available. The success of 
the estates at Hillington is assured and further sites have 
been purchased by the Commissioner for Special Areas 
at Carfin, Chapelhall and Larkhall in Lanarkshire, and 
these towns are in close proximity to larger towns that 
have large percentages of unemployment. In all these 
schemes there is hope for the “ distressed”’ or the “‘ special” 
areas and perhaps a new Scotland in the making, free 
from the slums, squalor and ugliness associated with the 
basic industries of coal mining, iron and steel, and 
shipbuilding. Perhaps, as Mr. Walter Elliot has said, 
a second industrial revolution is in progress. 








The Scottish Banks in 1937/38 


By a Special Correspondent 


HE measure of trade recession which has been 
experienced recently throughout the whole 
country has, of course, also made itself felt in 
Scotland. The figures of the eight Scottish banks which 
are set out in the table on page 160 refer, however, mainly 
to the period before this setback became ev ident and 
bear the indices of recovery rather than retrogression in 
trade. Due to the widely varying dates at which 
Scottish bank balances are struck, comparison of the 
individual figures is inconclusive, although there can be 
no question that the Royal Bank of Scotland, with total 
resources of £85,891, 644, easily maintains its lead in 
figures. Comparison of the aggregate figures of the 
banks year by year, while not entirely satisfactory, is 
more reliable. The increase of {11,612,023 in total 
deposits, which brings that item up to {£332,092,704, 
and, on the other hand, the marked expansion of advances 
and discounts by {£9,401,361 to a gross total of 
£114,745,924, are clear signs of the continued improve- 
ment in trade throughout 1937. This is the first 
substantial rise in advances and discounts to be recorded 
since 1933, but when it is recalled that the ratio of this 
item to total liabilities in the years preceding 1930 was 
usually between 40 per cent. and 45 per cent. and is at 
present only 28 per cent., it will be seen that there is 
still much lost ground to be recovered. However, the 
continuance of a cheap money policy, which seems 
assured in view of the large measures of rearmament 
now so evidently still required, will probably prevent 
an immediate return to the pre-1930 ratios. 

Cash and call money (which includes balances at the 
Bank of England and cheques in course of collection) 
increased in 1937 by £4,259,031 to £83,298,813. The 
increase in advances caused a slight decline in total 
investments (predominantly British | Government stocks) 
which stand at £184,430,943. These two groups of assets 
together comprise 65-8 per cent. of total liabilities. The 
slight advance of {1,773,320 in acceptances and other 
engagements on behalf of customers probably arises from 
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the increased cost of imports caused both by higher 
srices and higher freight rates, for this item reflects 
mainly the business of the banks’ foreign departments. 

Accurate comparison of Scottish banking results 
with those of England would be of the greatest value in 
assessing the course of Scotland’s individual economic 
activity, but this is unfortunately not possible at the 
present time from the av ailable published data. There 
is no doubt that it would be to the benefit of Scotland if 
her trade could be studied separately and not as an 
indeterminate part of the English figures, but if this 
ideal is to be realized the first step is obv iously to obtain 
separate statistical data. Banking figures are of funda- 
mental importance in such information, but if the pub- 
lished data are to be of any value, they would require to 
be improved along the following lines :— 

(1) Monthly balance sheet figures of all the banks. 

(2) Week ly clearing figures of at least the four 
principal Scottish cities. 

(3) Fuller information on note circulations than that 
obtainable from the statutory returns. 

These figures should not entail undue trouble in the 
compilation and would become of increasing importance 
in later years, when both a current and a retrospe ctive 
comparison would be possible. 

Among indices of economic activity, note circulation 
is one of the most useful, and we find that the note 
circulations of the Scottish banks, judged by the four- 
weekly statutory returns, were throughout the year 193 
in excess of the 1936 levels by amounts approximating 
to £1,000,000. The following table shows the Scottish 
bank circulations compared with that of the Bank of 
England on the basis of yearly averages 


Yearly Increase over previous year 
——— average Actual Percentage 
£ £ 
Scottish Banks 1937 23,089,262 755,503 3°4 
19360 22,333,759 702,514 =*2 
1935 21,630,945 369,330 L*7 
Bank of England 1937. 479,600,000 48,200,000 ti*2 
: 1930 $31,400,000 30,700,000 9°3 
1935 394,700,000 10,000,000 4°2 


It has to be borne in mind that there is also a large 


O72 











162 THE BANKER 











circulation of English notes in Scotland and that the 
Scottish banks’ issues are secured to a considerable 
extent by deposit of Bank of England notes as permitted 
by statute. The Scottish circulation is therefore reflected 
in that of the Bank of England but there is no adequate 
measure of the circulation of the latter’s notes in Scotland. 
In any case, these figures afford no comparison of 
industrial progress in the two countries owing to the 
extensive foreign hoarding of Bank of England notes. 
Other indices suggest that recovery in Scotland was 
actually proceeding more rapidly than in England during 
1937: 

Let us now turn from this general view of banking 
figures to the more domestic aspect of profits. In a 
year of extended advances, in which the necessity to 
make provision for bad and doubtful debts must have 
been less, one would expect to find an expansion in 
profits, and such is the case. Total net profits of the 
eight banks show an increase of £126,545, or 5 per cent., 
on the previous year’s total. This compares favourably 
with the very moderate improvement of £12,049 shown 
in 1936. The present year’s figure approaches the 1929 
level, but whether the resilience will continue or not is 
a matter for doubt. Apart from uncertainties in the 
trade outlook most of the banks have in recent years 
made substantial salary revisions to a higher level and 
it is still difficult to find remunerative employment for 
money. Moreover, the full effect of the National Defence 
Contribution has probably still to be felt in the accounts. 
There were no changes in the dividend distributions, 
rates remaining unchanged at levels between 16 per cent. 
and 18 per cent., except in the case of the Bank of 
Scotland. This bank’s rate was adjusted to 12 per cent. 
following a rearrangement of capital, the 12 per 
cent. distribution being equivalent to the 18 per cent. 
previously paid. 

The Bank of Scotland’s capital adjustment was one 
of two made during the past year. A new issue of 
£150,000 of stock (£100,000 paid up), was made pro rata 
to existing stock holders at a price of £440. The premium 
was applied to reserves, from which a sum of £800,000 
was then taken to cancel the uncalled liability on the 
whole new subscribed capital, which thus became 
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£2,400,000 fully paid. The National Bank of Scotland 
early in the current year made an addition of £I,000,000 
to its authorized capital in the form of “ A”’ shares of £1 
each, of which £400,000 was offered at 24s., partly pro 
rata ha existing stock holders (Lloy ds Bank, who own 
the majority of the capital, waiving their rights in this 
respect) and partly to the public with a preference to 
the bank’s customers and friends. The shares are to 
bear a fixed non-cumulative dividend of five per cent. 
These capital rearrangements might with advantage be 
the forerunners of others, for both the operations were 
obviously popular with the investing public in Scotland. 
Some of the banks still have uncalled capital which might 
be subjected to similar treatment, while the public would 
certainly welcome having a share again in the operations 
of those other Scottish banks which are affiliated to 
English institutions. 

One respect in which the banks are incurring less 
expense is the extension of branches, for in recent years 
there has been a minimum of activity in this direction. 
On the other hand those new branches opened have a 
progressively smaller chance of reaching a paying basis. 
The past year has seen the opening of offices to serve the 
new industrial areas in the west, such as the Scottish 
Industrial Estates at Hillington, and at Bishopton, where 
a new munitions factory is being erected. Even such 
branches, however, cannot be regarded as other than of 
the “service ’’ type. Banking arrangements for the 
Empire Exhibition in Glasgow were, by mutual agree- 
ment, left in charge of the bankers to the Exhibition, 
the Union Bank of Scotland, who had a fully equipped 
office in the grounds and acted as agents for the other 
banks. The bank’s task in handling the vast quantities 
of cash involved was not an enviable one. 

Among historic events of the year the Clydesdale 
Bank celebrated its first centenary. It commenced 
business on May 7, 1838, with offices in Glasgow and 
Edinburgh, and in the course of its steady progress has 
incorporated several smaller banks which, for one reason 
or another, gave up business. It took over, for instance, 
a considerable part of the business of the ill-fated 
Western Bank, which created a crisis when it crashed in 
1857. The bank has now a well-spread branch system 
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including a few offices in the north of England, although, 
as the name implies, it was conceived as a purely locz il 
bank, to serve Glasgow and district, and its head office 
is inthat city. In 1920 it became affiliated to the Midland 
Bank. 

Two changes of note took place in the bank 
directorates. The National Bank of Scotland lost its 
deputy governor by the death of Sir Alexander Grant, 
LL.D., a noted Scottish benefactor. His place was 
og by an — well-known Scottish personality, 

- Donald W. Cameron of Lochiel, K.T. The death of 
ae Hon. Lord Mackenzie, a Scottish legal personality, 
who was deputy governor of the Commercial Bank of 
Scotland, occurred in April of this year and his place 
was filled by Field-Marshal the Right Hon. Lord Milne, 
G.C.B., G.C.M.G. As noted on another page, the 
Treasurer of the Bank of Scotland, Mr. A. W. M. 
Beveridge, retired at the end of October and was 
succeeded by the Secretary of the Bank, Mr. J. W. 
Macfarlane. The secretary ship, which in most Scottish 
banks ranks second to the position of general manager, 
was filled by the ow of Mr. J. B. Crawford, 
Glasgow manager. The Secretary of the British Linen 
Bank, Mr. R. W. Stevenson, also retired in October and 
was succeeded by Mr. George Mackenzie, Superintendent 
of Branches. 

A review of Scottish banking would not be complete 
without a reference to the position of the Trustee Savings 
Banks. ‘The figures of the four largest of these, made up 
to November, 1937, are given in the table which follows: 





Special | Stock | Total due 
| Ordinary | : a | 

De rs Investment | Depart- | to 

— = DOS ~ ° “ . 
Deposits ment | Depositors 

f ra { | { 
Glasgow .. .. | 21,193,972 | 11,128,051 | 3,805,225 | 36,127,248 
Edinburgh -. | 9,396,680 | 5,804,838 | 3,035,595 | 18,233,113 
Aberdeen -. | 5,171,116 | 4,898,139 | 1,841,210 | II,g10,465 
Dundee .. ai 3,764,722 2,629,489 | 1,103,826 7,498,037 

i | 

35 Scottish trustee savings banks. . oe is .. | 95,808,855 
59 English trustee savings banks .. 152 619 
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The Glasgow Savings Bank, which has an extensive 
branch system around that city, retains by a substantial 
margin the distinction of being the largest trustee 
savings bank in the United Kingdom. That the savings 
bank is of greater moment in the Scottish financial 
system than in England is clearly demonstrated by the 
comparative totals for the two countries, taking into 
account that the ratio of population is roughly one to 
ten. Combined with the fact that the building society 
movement is also well entrenched in the north, and that 
the number of joint-stock bank branches per head of 
samtiehieg is greater than in either England or Ireland, 
the Scotsman has obviously unrivalled opportunities 
for thrift. 


Scottish Banking and Cheap 
Mone 


HE history of Scottish banking during the past ten 
years concerns, in the main, ch 1anges in practice as 
distinct from the marked developme: its in integra- 

tion which characterized the preceding decade. Of the 
eight banks remaining after the last stage of amalgama- 
tion around 1906, four became affiliated to i-english 
banks between 1918 and 1923. ‘These affiliations were 
regarded as preferable to opening branches of English 
banks in Scotland and no move has been made in the 
latter direction by those banks without Scottish associates. 
Experience — that the prospects of an English 
expedition north of the border are smaller than ever, 
nor have the Scottish banks made any attempt to 
increase the number of their English branches outside 
London. These latter, together with the branches set up 
in Cumberland and Berwick-on-Tweed some sixty years 
ago, remain the exceptions to the rule that [English 
and Scottish bankers keep to their own side of the border. 
One Scottish bank, however—the Royal—tfollowing the 
policy of affiliation whose inception is commonly attri- 
buted to Sir Edward Holden, took over in 1930 the 
Western Branch of the Bank of England and acquired 
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in the same year virtually the whole capital of Williams 
Deacon’s Bank, thus providing a particularly striking 
example of the forward policy which has characterized 
that bank in recent years. This is, however, the sole 
instance of closer integration during the period of this 
review, namely 1928-37. 

It follows that the developments to be considered are 
mainly a reflection of the impact of politico-economic 
changes upon Scotland, of the reaction of the Scots 
banker to them and, in particular, to the new phenomenon 
of cheap money. It is proposed to compare the figures 
of the four independent Scottish banks, namely the 
Bank of Scotland, the Commercial, Royal, and Union 
Banks, with those of the British Linen, Clydesdale, 
North of Scotland, and National, of which the first is 
affiliated to Barclays, the next two to the Midland and 
the last to Lloyds. The results of these two sets of 
banks are in turn contrasted with those of four of the 
localized English banks existing in 1928, now reduced 
to three—the District, Martins and the Union of 
Manchester—and with those of the Big Five. 

The following table shows the percentage change 
between certain items in the balance sheets relating to 
the dates nearest to end-1928 and end-1937 respectively. 








Percentage changes from 1928 to 1937. 
db e Y / 


Total Invest- . Call 
Advances : Discounts 

assets ments Money 

oO oO 0/ 0/ oO 

, oO . /O ; /O /O /O 
Scottish .. +38 —15* +144 —44 +32 
Affiliated 24 aa | + 99 —62 +29 
English es — I + 35 —5 +14} 
Big Five .. +12 — if +135 —I4 + 9 

* Royal + 20 per cent., others —3I1 per cent. 


+ Barclays + 16 per cent., others —5 per cent. 
¢ Partly estimated. 


As a further basis of comparison, it may be of interest 
to note that over this period the total deposits of the 
Irish banks showed little change, while there was a 
1o per cent. fall in advances and a rather larger per- 
centage rise in investments. 

The figures, although of interest in themselves, do not 
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allow any very definite conclusions to be drawn. At first 
sight it would seem that the Scottish banks have 
discovered the secret of expanding deposits, if not of 
employing them. A reference back to 1921 shows, 
however, that on the sixteen year period the expansion has 
been rather more rapid south of the border than north of 
it. Recovery from the post-war slump was largely 

deferred, so far as the basic industries of Scotland are 
concerned, until Protection and a large degree of 
integration, coupled with rearmament, made heavy 
industry prosperous once more. The expansion in the 
total assets of the non-affiliated banks has, however, 
been so great over the past nine years as to call for special 
mention, while the Royal stands out as sharing with 
Barclays and two of the smaller English banks the 
distinction of having secured an increase in advances 
over the period. 

Mere size is not necessarily an advantage—it may 
in fact benefit others rather than the possessor—but it 
tends to be accepted as a criterion of success. The 
relatively greater expansion of the Scottish banks is 
doubtless due in the main to the highly geared nature of 
Scottish industry, but it is possible that other factors 
count. Among these is the fact that the London offices 
of the Scottish banks are bound neither by the self- 
imposed rules of the English bankers nor by the similar 
regulations adopted for the running of their own affairs 
in Scotland. This, however, does not explain the greater 
expansion of the purely Scottish houses as against the 
affiliated ones. The keen local patriotism of the Scot, 
the lack of incentive to compete in London with one’s 
senior institution and the wider psychological implications 
of the existence in the background of a rich, but perhaps 
occasionally unsympathetic, parent are all advanced as 
explanations. It is possible, however, that the greater 
insistence of the English banker on the virtues of collateral 
as against those of a personal appraisal of the merits of 
the would-be borrower have played an important part 
in the more rapid expansion of the former group. 

It is one thing to get deposits; another to employ 
them. And in this respect, too, the experience of the 
Scottish banks has differed materially from that of the 
English. This is shown in the following table, giving the 
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percentage of total assets held under four of the main 
heads by each group of banks at the beginning and end 
of the period. 
Advances Investments Discounts Call Money 
1928 1937 Ig28 1937 1928 1937 1928 1937 


Scottish .. 424 26 25 43 8 3 9 9 
Afnihiated io (9 234 30 473 6 2 84 9 
English A 361 23 27 5 4 8 8 
Big Five 434 3850 amd) = 24h Ca} 8 63 


At the beginning, policy with regard to advances and 
call money seems to have been common to all four 
groups; and so far as the last is concerned it has been 
maintained, except that, as the money market has come 
to rely to a greater extent on outside finance, the Big Five 
have substituted Tre sasury bills for call money. The v ery 

sharp fall in the discounts of the Scottish banks is due in 

large measure to the effect of tariffs and of the disturb- 
ances in the Far East upon the import and distribution 
business of the Glasgow area. A further substantial 
part is, however, due to the reduction, amounting in 
some cases to the complete disappearance, of Treasury 
bills as an element in the portfolio. 

This has contributed to the tremendous discrepancy 
between the two countries in the matter of investments. 
At the beginning of the period the contrast was rather 
between the large and the smaller institutions. For 
while, among the Big Five, the proportion of individual 
banks varied from 7} per cent. to 163 per cent. of total 
assets, the lowest in the purely Scottish group was 

224 per cent. At the end of the period the range in the 
latter ¢ roup was from 38 per cent. to over 50 per cent. 
If exception be made of the Royal of Scotland and of 
Barclays, all the Scottish banks and all the Big Five 
have pla .ced in investments more than the whole of the 
gain in deposits. The experience of the smaller English 
banks has been the opposite, with the exception of the 
Koyal’s aifiliate, Williams Deacon’s. If the rise in invest- 
ments is expre ssed in terms of the increase in de posits, 
it amounts to aroun d 182 per cent. for four of the Big Five 
and to only 1214 per cent. for seven of the Scots banks. 

In part the change is a result of necessity rather than 
choice. The whole system has been squeezed between a 
painfully low rate of discount and a reduction in the 
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dependence of industry upon the banks for short term 
finance. The Scots banker has suffered most owing to 
the much greater relative improvement in industrial 
conditions and the circumstance that Scottish industry 
was predominantly in need of integration. But even in 
1928 the balance sheets of banks north of the border 
showed signs of a preference for investments. It seems 
reasonable to suppose that a part, if only a small one, of 
the rise in investments is due to confidence in the attrac- 
tiveness of gilt-edged—the experience of Williams 
Deacon’s tends to confirm this argument. The Big Five 
doubtless found it inexpedient to reduce their holdings of 
Treasury bills as much as the smaller banks have done, 

but, starting from a lower level, they have in fact 

permitte -d a greater percentage expansion in investme nts, 
though still retaining a much larger margin below 
saturation point. The experience of the smaller English 
banks is almost the reverse of that of the Scottish ones, 
largely because textiles have followed the opposite 
course to the heavy industries. 

A pre-war generation of bankers would find a ratio 
of investments to total assets in the region of 50 per cent. 
somewhat surprising, but it is by no means easy to show 

that any different policy could, so far, have had more 
fortunate results. it is difficult to find an acceptable 
criterion of success in banking, but apart from large 
figures one of those most commonly accepted is the 
size of profits, or perhaps even more of dividends. The 
evidence in this respect is less conc _ e than might be 
desired. All the Big Five showed a fall in published 
profits and four have reduced thei payments. The 
other English banks as a whole showed increased profits, 
but all paid less at one time or another. Only one is in 
fact back to pre-slump levels. The Scottish banks as a 
whole come out about even on profits, but this is solely 
because two of the independent ones increased their 
figures sufficiently to offset the fall in the other six. 
If dividends are accepted as the measure of success, 
however, the palm goes to the Scottish banks, for only 
three made any reduction, namely one independent 
and the two afiiliates of the Midland. 

It is far too early to judge the ultimate results of a 
marked expansion in longer-dated investments as against 
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Treasury bills. If, as many believe to be inevitable, the 
increase in bank holdings of government securities has 
come to stay, the Scottish banks have perhaps once more 
led the way in evolving a new technique of banking. 


Material Alteration of Bills 
of Exchange 


By Maurice Megrah 


AST month’s issue of THE BANKER dealt with an 

iB interesting case, Flanagan v. The National Bank 

Limuted ( (1938) Ir.L.T. 64), which turned partly 

on the construction of s. 64 of the Bills of Exchange Act, 

1882—which avoids a bill affected by material alteration, 

except as against those who were “ party’”’ to the 
alteration. 

The section operates with mixed effect and it may be 
interesting to discuss the cases bearing on it, particularly 
those of the last fifteen years. 

The section reads as follows :— 

(1) Where a bill or acceptance is materially altered 
without the assent of all parties lable on the bill, the bill 
is avoided, except as against a party who has himself 
made, authorised or assented to the alteration, and 
subsequent indorsers. 

Provided that where a bill has been materially 
altered, but the alteration is not apparent, and the 
bill is in the hands of a holder in due course, such 
holder may avail himself of the bill as if it had not 
been altered, and may enforce payment of it 
according to its original tenour. 

(2) In particular the following alterations are material, 
namely, any alteration of the date, the sum payable, the 
time of payment, the place of payment, and, where a 
bill has been accepted generally, the addition of a place 
of payment without the acceptor’s assent. 

The fact that lack of assent is necessary to avoid the 
alteration, and consequently the instrument, shows that 
the alteration must be deliberate, not accidental. This 
is stated in Byles and was restated in 1928 by Lord 
3uckmaster in Hongkong and Shanghai Banking Cor- 
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) A.C. 481), in which case a 


poration v. Lo Lee Shu sini 
Bank had been accidentally 


note of the Hongkong 
obliterated in part. 

The second subsection gives examples of material 
alterations, but the list is not complete. No definition is 
given of the term “ material,’’ but the cases seem clear 
that the word covers any alteration which affects the 
operation of a bill, whether beneficially or prejudicially to 
any party to it. For example, the alteration of the date 
is material, but the addition of the date to an undated 
bill is not, if the addition falls within s. 12. In Foster v. 
Driscoll ((1929) 1 K.B. 470) Scrutton, L.J. refused to 
regard the operation of s. I2 as covering an alteration of 
date. In the same case, the same Lord Justice held that 
the alteration of the place of drawing from “ London ”’ 
to “‘Lausanne’’ on an instrument prepared in and 
headed ‘“‘ London ’”’ and sent to Lausanne, for signature 
by the drawer, was not material. The instrument was 
properly drawn in Lausanne and the alteration amounted 
merely to the insertion of the proper place of drawing. 
The learned Lord Justice preferred, he said, to give e that 
decision which would validate rather than invalidate the 
instrument. 

While on the question of filling in gaps in an incom- 
plete instrument, one must refer to s. 20, which states 
that where “‘ a simple signature on blank stamped paper 
is delivered “‘ in order that it may be converted into a bill,’ 
it operates as a prima facie authority to fill it up as a 
complete bill. This, like s. 12, is quite outside s. 64. To 
fill in a blank is not an alteration. 

The proviso referred to above applies more par- 
ticularly in fact to alteration of the sum payable. When 
such an alteration is apparent, a holder in due course can 
enforce payment of the bill according to its original 
tenour—not necessarily a very valuable privilege. Under 
Ss. 79, a banker paying a crossed cheque in good faith and 
without negligence, in contravention of the crossing, if 
the latter has been so obliterated as not to be apparent, 
is entitled to debit his customer’s account, other things 
being equal—a privilege not too easy to claim in practice. 

In 1932, the Court of Appeal decided another case in 
which the alteration consisted of the change of the place 
of drawing of a bill from London to a foreign place. In 
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Koch v. Dicks ((1933) 1 K.B. 307), the defendant bought 
goods from Germany and in payment accepted bills 
drawn in London on stamped paper, which he sent to 
Germany for the drawers’ signature to be appended. 
The bills were endorsed over to the plaintiff who was 
successful in discounting them in London only upon 
their being altered by the German exporters from 
“London ”’ to “ Deisslingen.’”” The defendant’s consent 
was not asked and he knew nothing of the alteration, and 
he refused payment on the ground that the alteration 
was material—a defence which found support in the 
Court of First Instance. The Court of Appeal affirmed 
the judgment, Scrutton, L.J. saying: “In this case, 

there are no merits, but, as it raises a general principle 

applicable to negotiable instruments, it appears to be 

of some importance.’ He held that the alteration 
turned the bills from inland, into foreign, bills, the 
differences in English law between the two affecting the 
rights of the parties. [or this reason, he held the 
alteration to be material. 

It is interesting that he gape Lord Campbell 
Gardner v. Walsh (5 E. & B. 83, at p. 89): “ But we 

conceive that he (the defendant) is discharged from 

his liability if the altered instrument, supposing it to 

be genuine, would operate differently from the original 

instrument, whether the alteration be or be not to his 

prejudice.”” This case of Gardner v. Walsh was cited 
by Gavan Duffy, J. in Flanagan v. The National Bank 
Limited which was the subject of the article in last 
month’s BANKER. 

The learned Lord Justice (Scrutton) distinguished 
Foster v. Driscoll from Koch yv. Dicks on the ground that 
the instrument in the former case was incomplete at the 
time the alteration was made. The other Lords Justice 
agreed on the point that whether or not there was benefit 
or prejudice in the alteration was immaterial. 

This was not brought out last month in the dis- 
cussion of the judgment in /‘lanagan v. The National 
Bank Limited. In the face of authority it is hard to 
argue that beneficial alteration should not avoid a bill, 
but it is not too easy to see why the addition, as in 
Gardner v. Walsh, of a further signature should alter the 
effect or operation of the instrument on which it ts 
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placed, except to widen the basis of liability in favour 
of the holder and of the other parties liable. However, 
Gavan Duffy, J. was justified in feeling bound by 
authority. On the other eg it must be remembered 
that Ex parte Yates ( (1857) 27 L.J. Bk. g) is authority 
for holding that such a signature operated as an endorse- 
ment—which would be absurd if the instrument on which 
it appeared were void. 

Most readers of this magazine will recall the case of 
London Joint Stock Bank Limited v. Macmillan and 
Arthur ((1918) A.C. 777) in which an instrument 
was raised by a fraudulent clerk to a larger sum than 
that for which it was originally drawn. The bank which 
paid the cheque was held entitled to debit the drawer’s 
account, on the ground that the employers had, by per- 
mitting the loose drawing of the cheque, bound them- 
selves by the instrument as filled up by the clerk. It was 
sought in Slingsby v. District Bank Limited ((1932) 
t K.B. 544), but without success, to extend this principle 
to the case where an addition was made to the name of 
the payee. A fraudulent solicitor, Cumberbirch, acting 
for executors of H. Turner, deceased, had a cheque 
prepared in his office pay able to John Prust & Co. and 
after obtaining the executors’ signatures , added after the 
name of the payees the words “ per Cumberbirch and 
Potts.” He then endorsed the cheque ‘‘ Cumberbirch 
and Potts’ and fraudulently appropriated it to his own 
purposes. In an action first brought by the executors 
against the collecting bank ((1931) 2 K.B. 583), Mr. Justice 
Finlay decided that the addition constituted a material 
alteration, which avoided the cheque, so that no action 
could be brought on it against the bank. The executors 
then proceeded against the paying bankers, who failed 
because they paid without a mandate and could not 
plead the proviso to s. 64, which helped only a holder in 
due course. 

Section 64 should be considered in conjunction with 
s. 24, to which it is an exception. Section 24, it will be 
remembered, is that which declares to be wholly in- 
operative a signature on a bill which is forged or 
unauthorized. It begins with the words “ Subject to 
the provisions of this Act,” of which provisions s. 64 is 
one. The latter, therefore, operates in much the same 
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way in regard to unauthorized additions or amendments 
as does s. 24 in relation to unauthorized signatures. 
Though there can be no holder in due course either of a 
bill which has been affected by forgery or which has been 
fraudulently raised or altered, yet a person who takes 
under the conditions applying to a holder in due course 
may proceed against his transferor either for breach of 
warranty, if the bill falls under s. 24; or, under s. 64, 
against the person responsible for the alteration or any 
parties who have assented to it; or, again, against the 
drawer, under s. 64, where the alteration is not apparent. 

The point to be brought out is that a bill which is 
affected by a forged or unauthorized signature or which 
has been unauthorizedly altered or added to is not void 
for all purposes. It may be that an action cannot be 
brought on it, but in any event the transferee has some 
sort of right in respect of it—a right dependent on the 
nature of the disability affecting the instrument. 


Central Banking in India 
By H. C. G. Slater 
| establishment of a Central Reserve Bank in 


India just over three years ago was an important 

pre-requisite of the constitutional developments 
foreshadowed by the Government of India Act. During 
the period which has elapsed since the inauguration of the 
Bank, the Provinces of British India have been granted 
autonomous powers and the political separation of 
Burma has become an accomplished fact. It is of 
interest, therefore, to review briefly the progress made 
by the Reserve Bank up to date and to consider its 
future development. 

It will be recalled that the control and management 
of Indian currency and exchange, which formerly were 
the concern of the Government of India, were handed 
over to the Reserve Bank, in order that no possibility 
of political interference with these matters should exist 
in the event of a Federal Ministry coming into being as 
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contemplated by the constitutional reforms. The Bank’s 
powers and duties in relation to the management of 
currency and exchange are thus regulated by the 
Reserve Bank Act, and it should be emphasized that any 
amendment of that Act or any legislation concerning its 
constitution and functions are matters which will require 
the prior sanction of the Governor-General in India or 
of the Governor in the case of Burma. The political tinge 
of Ministers, whether Provincial or Federal, in British 
India or Burma need, therefore, cause no concern, and as 
the Central Board of Governors of the Bank, to which is 
entrusted the day-to-day direction of the Bank’s affairs, 
must necessarily consist of persons entirely free from 
any commercial or political pressure, an independent 
outlook is assured. The alteration in the constitutional 
status of other central banks in the Empire by which 
the State has in recent years partly or wholly assumed 
ownership of the central banking institution, and which, 
in its turn, has thus allowed the Government of the day 
to obtain a voice in the direction of the Bank’s affairs, 
can have no parallel so far as the Reserve Bank of India 
is concerned. On the other hand, it should not be thought 
that the Bank’s Central Board will not be responsive 
to the necessity for such consequential amendments of 
the Act as time and experience dictate, and in this 
connection it should be noted that at least half of its 
members must consist of persons elected on behalf of 
the shareholders of the various regional registers. 

The maintenance of the exchange value of the rupee 
between its statutory limits of 1/5¢ od. and 1/6,°,d. during 
the last three years has called for little active inter- 
vention on the part of the Reserve Bank beyond the 
necessity to purchase sterling as and when offered to it 
at its minimum buying rate. Until April, 1938, this 
rate was maintained at 1/6$d. and a total of over {113 
million sterling was purchased by the Bank between 
April, 1935, and March, 1938. 

Since that time the effect of the trade recession has 
caused exchange to weaken and the Reserve Bank has 
been compelled to lower its minimum buying rate for 
sterling on tap to 1/5}3d., at which level a small amount 
of sterling has been purchased. At the moment there 
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are no indications that the bank will need to adapt 
its internal monetary policy to any serious extent to 
the exigencies of the exchange rate, as its reserves of 
sterling are sufficient to enable it to fulfil its statutory 
duty of providing the Government with sterling for 
home charges in 1938—39, and the rate of exchange, after 
some fluctuations, appears to have steadied round about 
1/54d., with a strong tendency towards a higher level. 
With regard to its internal credit policy since its 
formation, it must be remembered that Indian trade has 
for ys ree successive export seasons obtained the benefit 
of a 3 per cent. bank rate. The creation of a central 
reserve institution has allowed expansion of currency to 
occur without seasonal stringency in the money market 
leading to a high bank rate, as used to be the case when 
the Imperial Bank of India obtained additional currency 
against bills of exchange under Section 20 of the Paper 
Currency Act, 1923. Thus, between July, 1936, and March, 
1937, a period of rising trade activity, the Reserve Bank’s 
percentage of cash to liabilities dropped from 1o1-or per 
cent. to 35°5 per cent. without call money rates rising 
much above } per cent.—} per cent. in Calcutta and 
> per cent.-1 percent.in Bombay. The scheduled banks’ 
cash balances averaged 17-36 per cent. of their demand 
and time liabilities Qe bg ad 36, as against 14-03 per cent. 
in 1930-37 and 12-85 per cent. in 1937-38, dropping to 
just over 8 per cent. during the months February to 
May, 1938. Notwithstanding the liquidation recently of 
a part ~ the Bank’s sterling securities to provide funds 
for the Secretary of State’s requirements, there has been 
no deflationary action in the Bank’s policy up to date, 
contraction of currency taking place only as a result of 
a natural tendency for rupee coins to return from circu- 
lation and to be replaced by notes. Since April, 1935, 
the Reserve Bank has received on balance Rs. 28 crores 
of rupee coin, of which Ks. 10 crores have been handed 
over to the Government in exchange for rupee securities. 
The extent to which these coins were in actual circulation 
is, of course, incalculable. There is little doubt, however, 
that a gradual weakening of the age-old habit of hoarding 
coins is occurring as facilities for investment in Post 
Office Cash Certificates and other media are becoming 








CENTRAL BANKING IN INDIA 17 


NI 


more widely known. Statistics show that the average 
return of rupee coin — on the figures of the past 
19 years is about Rs. 6-21 crores per annum, while the 
absorption of metres notes in the same period is 
Rs. 2°59 crores per annum. 

These tendencies must clearly lead in time to increased 
banking deposits and a continued strengthening of the 
Indian capital market. The management of the Govern- 
ment’s long and short term borrowing since it was taken 
over by the Reserve Bank has not effected any shrinkage 
in market resources, which continue to be ample for 
all the requirements of trade and industry. The total 
amount of Treasury Bills outstanding with the public 
each month averaged about Rs. 18 crores in 1935-36, as 
aoe ared with Rs. 20 crores in 1936-37 and Ks. 18 crores in 
1937-38. The funded debt on Seok 31, 1938, was 
Rs. ‘3 9 crores in India and £297 million in England, an 
increase of Rs. 13 crores and a decrease of £20 million 
respectively on the figures of March 31, 1936. 

A most important feature of the Bank’s working has 
been the attempt to link up the activities of the indigenous 
bankers with organized banking so as to render credit 
control more effective. While the bank rate and the 
Imperial Bank “Hundi” rate have remained at 3 per 
cent. since November, 1935, and Bazaar Bill rates have 
fluctuated between 5 per cent. and 7 per cent., it is 
probable that the agriculturist borrower has had to pay 
in the main anything between 12 per cent. and 20 per 
cent. for his accommodation. The only source from which 
the latter can obtain credit is generally the indigenous 
banking fraternity, as co-operation touches yet but a small 
proportion of the population. The Bank’s agricultural 
department has done much useful work in studying the 
problem of agricultural credit in India and making 
known the result of these labours through the Statutory 
Reports submitted under section 55 of the Act and in 
the form of bulletins published treme time to time. It 
need hardly be said that those who regarded the Reserve 
Bank as an institution which would provide a speedy 
solution of the problem of agricultural credit and supply 
cheap borrowing facilities to agriculturists have had to 
be reminded that the Bank can only extend assistance 
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on limited terms, in the first place to scheduled banks, 
and, secondly, to those whose bona fides can be 
guaranteed by scheduled banks. This necessarily cautious 
attitude on the part of the Reserve Bank appears to have 
been much misunderstood in the recent banking crisis 
in S. India which involved a scheduled bank and several 
smaller institutions. In its statutory report, issued in 
December, 1936, on the improvement of the machinery for 
dealing with agricultural finance, it is emphasized that 
the economic problem of agricultural India is only to 
a minor extent one of credit facilities, the major problem 
being to render the agriculturist credit-worthy, and a 
solution of the latter must necessarily take time to effect. 
A scheme for linking up the indigenous bankers with 
organized banking on lines involving some reconstruction 
of the methods by which these do business at present was 
not enthusiastically received, and the Bank is now 
increasing its efforts towards establishing a wider bill 


market. 
The total of the Bank’s advances and discounts, 
except on ways and means a/c., have never yet been 


anything but a negligible sum and a recent innov ation 
was the offer to discount Treasury bills in connection with 
ne to the Government of India Loan offered 
in May, 1938. This step was undertaken primarily with 
the object of overcoming the prejudice against dis- 
counting which exists among banks in India ‘and which 
they regard as being tantamount to an admission of 
weakness. Legislative action to lower the stamp duty 
on bills has been taken on the Bank’s recommendation 
and amendments to the Indian Companies Act, which 
came into force in January, 1937, by which a banking 
company is defined, impose stringent regulations as to 
the creation of statutory reserves and the filing of returns 
on newly registered banking companies. Scheduled banks 
are, however, exempted from many of the new provisions 
of the Companies Act on the ground that their control 
and supervision can be safely left to the Reserve Bank. 
In this connection the Bank has recently issued an 
invitation to the scheduled banks to supply it with 
fuller information than is given in their weekly statutory 
returns regarding the classification of advances and 
investments, and has indicated its willingness to provide 
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consultative advice if required. Since October, 1937, the 
Bank has become the agent for handling the securities 
which insurance companies in India have to deposit 
with the Government and by its policy of gradual 
decentralization of the public debt it is providing 
facilities for the more convenient transfer of various 
Government stocks. 

It is clear, therefore, that the importance of the 
Reserve Bank will increase very considerably in the 
future and the Bank authorities have done well to dis- 
pel already in its short existence the fear that it would 
be regarded as extraneous to the Indian banking structure. 
7 its utilization of the Imperial Bank, with its network 

f branches in India and Burma, as its agent for the 
pe of Government Treasury business and the 
provision of remittance facilities, its influence is wide- 
spread, and this fact will in time lead to a greater 
co-ordination among, and a consolidation of, the existing 
credit agencies in India and bring them under unified 
control. The far-reaching provisions of the recent legis- 
lation regarding joint- stock and insurance companies will 
eliminate some of the risks of the investor, and with 
cheap money the flow of capital for industrial develop- 
ment should be encouraged. The prevention of the 
recurrent speculative crises on the stock exchanges is, 
however, a very necessary development, and this should 
come about § gradually as the Reserve Bank tightens its 
control over the various elements which comprise the 
money market. 

The Bank has already sponsored four successful loans 
on behalf of the Central and Provincial Governments, 
the most recent a few weeks ago providing the Madras 
Government with a 15 year loan on practically a 3 per 
cent. basis. As banker and agent of the various Govern- 
ments, the Reserve Bank is in close touch with the 
economic and financial problems of each province, and 
its advice and experience cannot fail to be of great 
assistance in the problems of rural betterment which the 
provincial Governments are now tackling with great 
vigour. Legislation regarding the scaling down of agri- 
cultural indebtedness, the regulation of money-lending and 
the fixing of maximum interest rates on agricultural loans 
is already in force in most provinces of British India and 
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in general should promote rural welfare where it is 
not so restrictive as to prevent accommodation being 
eranted. In connection with long term finance, which lies 
outside the scope of central or commercial banking and 
facilities for which are lacking, it is possible that the 
present plethora of funds in the market will stimulate 
joint-stock enterprise to help fill the gap. Some Provincial 
Governments are understood to be contemplating, 
as part of their Agricultural Debt Redemption Schemes, 
the formation of Rural Reconstruction Corporations with 
joint-stock capital and, subject to proper financial super- 
vision, these should prove valuable. 

The creation of a discount market, by the formation of 
acceptance houses and other measures on which the 
Reserve Bank is now concentrating its efforts, should 
do much to link the bazaar money market with the more 
orthodox banking organization. Incidentally, also, an 
increase in the Reserve Bank’s portfolio of bills will help 
augment the share of its surplus profits which it makes 
over to the Central Government, and which for the year 
ended December, 1937, amounted to Rs. ro lakhs only. 
Though high seasonal interest rates in India must be 
regarded as belonging to the past, the commercial banks 
may, nevertheless, find some compensation in the cautious 
development of branch banking in the interior. It is 
essential, however, that the business undertaken should be 
regulated on the lines laid down for banking companies 
by the lately amended Companies Act, for, as the recent 
failures in S. India have shown, a neglect to segregate 
purely banking business from other activities leads to 
the impossibility of the central institution rendering 
effective help when it is most necessary. 
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LATIN AMERICA 


Argentina’s Currency and Trade 
By a Correspondent 


FICIAL statistics continue to indicate that 
Argentina’s trade position is moving towards 
equilibrium, as demonstrated by the following 

table, which gives the total values of imports and exports 
during the first seven months of the current year, com- 
pared with those in the like periods of the two preceding 
years :— 


IMPORTS Exports TRADE BALANCE 
pesos pesos pesos 
January-July, 1938 .. 861,672,684 820,163,326 - 41,509,538 
1937... 818,682,112 1,565,2 231.491 + 746,549,379 
EG 3.4 032,337,900 544,439,045 - 212,101,748 


Despite the recent slowing up of imports, however, 
this has so far been more than counterbalanced by the 
decline of some 50 per cent. in the total value of exports— 
the latter being due to the much lower level of grain 
shipments and prices this year—and the disequilibrium 
which still exists in Argentina’s balance of payments 
cannot be regarded with equanimity. Indeed, this 
position, conaigeet with the recent steady decline in grain 
prices, has given rise to conjectures as to the possible 
devaluation of the Argentine peso from the present 
official selling rate of 16 pesos per £ sterling. These 
speculations probably arose from the fact that, during the 
years which preceded the establishment of a Central Bank, 
the Argentine authorities were not averse to allowing the 
exchange value of the peso to depreciate if this assisted 
farmers to dispose of their crops abroad during the period 
of low world prices. 

Against the likelihood of devaluation in present 
circumstances, however, must be set the fact that the 
Central Bank now operates to level out currency fluctua- 
tions between times of crisis and prosperity and vice 
versa, whilst the Government still possesses a large 
exchange profits fund, and that Congress might again 
give authority for subsidies to be paid from that fund so 
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as to fix minimum grain prices during the coming export- 
ing season. Also, further devaluation of the peso would 
automatically increase Argentina’s expenses abroad, 
including the foreign debt service. In all the circum- 
stances, therefore, devaluation hardly seems probable, 
particularly as latterly the Buenos Aires grain markets 
have shown a definitely firmer tone. Although this 
movement may have been influenced partly by inter- 
national political factors, the belief exists in some quarters 
that ruling wheat prices have reached a level sufficiently 
low to correspond approximately to the statistical 
position of that grain. 

Meanwhile, prospects for the coming fine cereal crops 
in the Argentine are very favourable, the plants continuing 
to develop under excellent climatic conditions, and the 
first official estimate of areas sown to all cereals in the 
1938-39 season =. a total of 13,958,000 hectares 
compared with 13,652,000 hectares actually sown last 
season. Should this season’s larger crops be disposed of 
during the coming campé ign at reasonably good prices, 
the whole position in Argentina might show a radical 
turn for the better. This should, after the usual lapse of 
time, lead to a better position in the import markets, 
particularly as by then the present excessive stocks should 
be worked off. 

The over-saturation of the Argentine import markets 
is undoubtedly due to the fact that foreign manufactures 
generally have been entering Argentina this year in much 
larger quantities than the market could absorb. The 
present difficulties, particularly in textile circles, are 
mainly due to the fact that the increase in imports which 
followed u pon the prosperity of 1937 occurred—owing to 
the usual time lag—during the trade recession of 1938. 
In any case, the recent outcry of the Argentine textile 
manufacturing industry against the dumping of goods by 
Japan, Italy and Germany has led to the Argentine 
Government promptly presenting a Bill to Congress whic h, 
briefly, proposes the establishment of “ compensatory ’ 
duties on imports which are sold locally at prices cheaper 
than in the country of manufacture, such duties to be 
complemented by a system of prior exchange permits in 
respect of imports of certain articles paid for in the “ free ”’ 
exchange market. 
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The adoption of the proposed Bill would primarily be 
of benefit to Argentine manufacturers, although, through 
the possible syrwNT of competition, Great Britain and 
Belgium might also benefit. There is, of course, the dan- 
ger that the pursuit of a policy of self-sufficiency to an 
extreme degree might eventually help only the Argentine 
home industry, to the detriment of all foreign suppliers, 
including Great Britain. Presumably, however, even if 
such an undesirable trend became manifest, which is 
doubtful, British exporters should be protected by the 
terms of the Anglo-: Arge sntine Trade Agreement. That 
Agreement is due to expire at end—1939, and undoubte dly 
official discussions for its renewal will take place some 
months before expiry, but meantime the present moment 
appears opportune for British exporters to stretch every 
nerve to maintain their position in the Argentine import 
market. The fact that the rate for the Argentine “ free ” 
peso is held at around 19 pesos per { { indicates that the 
Argentine Government is still maintaining the exchange 
advantage for the United Kingdom and other countries 
whose purchases from Argentina are greater than the 
amount they ship thereto. Meanwhile, the Ministry of 
Finance has issued a Decree appointing a special Com- 
mittee to study the whole system of exchange control, and 
to draw up ascheme to co-ordinate the relative measures 
in accordance with a basic plan destined to give greater 
simplicity and efficacy to the system now in force. 

The general recession in Argentine trade is reflected in 
Buenos Aires bank clearing figures which, for the first 
nine months of 1938, totalled 28,449,000,000 paper pesos 
compared with 31,410,000,000 pesos in the like period of 
1937. The reserve position of the Central Bank continues 
very strong, the total of gold and foreign exchange held 
at end- July, 1938, having represented a ratio of 86-37 per 
cent. against combined notes and other sight liabilities, 
compared with 83-77 per cent. at end—April. 

The Argentine commercial banking situation also 
continues normal, although the keen competition for 
sound business is reflected in the fact that tenders for 
Treasury bills range from 1} per cent. per annum interest 
for 14~day bills up to 3 per cent. for 304—day bills. Due 
largely to seasonal causes, the total cash holdings of all the 
Argentine banks as at end—July last were 670,722,200 
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pesos, compared with 740,117,300 pesos three months 
earlier, whilst deposits were also lower at3,924,366,100 
pesos against 3,991,424,900 pesos and the 1 -atio of cash to 
de posits Was 17: og against 18-54 percent. An interesting 
feature is that total loans of all Argentine banks at 
end July had risen to 2,829,418,800 pesos against 
2,802 .400 pesos at end- Apri! , and it is known that the 
Minister of Finance is keeping a sharp eye on this recent 
tendency. Whilst there is nothing in the bank loans 
position to cause preoccupation, and the Minister appre- 
ciates the fact that it is precisely in times of difficulty 
that a certain liberality in the granting of credits is 
essential to the continuity of the process of production, 
nevertheless credits for new and hazardous undertakings 
are for the time being evidently looked upon with mild 
disfavour. As and when circumstances warrant them, 
these credits might well be encouraged. 


BRAZIL 

Brazil’s official trade statistics are issued somewhat 
tardily, the latest available being up to end—June, 1938. 
During the first six months of this year, total imports 
were worth {18,793,000 (gold) against £18,322,000 in the 
like period of 1937. Although shipments of both coffee 
and cotton were consider: ibly higher in volume this year 
than last, prices were much lower, and, in the result, 
Brazil’s total exports declined to £17,433,000 (gold) 
against {21,059,000 last year, whilst the balance of trade as 
at end- June was adverse to the extent of about £1,360,000 
(gold), compared with a favourable balance of about 
{3,337,000 (gold) twelve months previously. Nev ertheless, 
encouragement derives from the fact that in June, 1938 
alone there was an export surplus of over £1,600,000 ster- 
ling compared with a heavy deficit in each ‘of the previous 
months—except May —back to November, 1937. Despite 
the lower prices, considerable encouragement in the future 
of Brazil derives from the recovery in the coffee industry, 
Brazil’s share of total deliveries to world markets in the 
first eight months of 1938 having shown an increase of 
about 30 per cent. on 1937, whereas supplies from other 
countries declined by nearly 9 per cent. 

The position in the Brazilian foreign exchange market 
remains unchanged, i.e. there is still a delay of about 
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three months in obtaining cover for imports. This, 
however, is the only present adverse factor in export 
trade to Brazil—provided the Brazilian drawee is reliable 
—and the small ratio of Brazilian imports represented by 
British goods, compared with the very large proportions 
repre senting North American and German goods, would 
appear to indicate that the fear of further frozen 
collections in Brazil is more pronounced among British 
exporters than among competitors. 

Official figures relating to the general banking move- 
ment in Brazil are also delay ed in publication, those issued 
in mid-September, 1938, relating to the first quarter of 
the current year, and comparing as follows with the 
figures for three months and twelve months previously, 
respectively :— 


statis 
Contos of Weis 


31st March, 31st December, 31st March, 
1937 5937 1935 
3ills discounted o* 3,196,034 3:393,171 $273,013 
Loans «. ar 4,501,722 4.975.675 4,927,252 
Sight dep sits oes 5,042,642 6,0 14,540 7,900,01 
Fixed deposits 2,592,042 1,907,757 1,926,866 
Cash .... re ar 012,121 1,063,747 1,397,740 


From the above figures it will be seen that an expansion 
of 27 per cent. occurred during the first quarter of the 
current year in the total of bills discounted, but total bank 
loans were a shade lower than at the end of last year. 
The total of bank cash was 31 per cent. higher and sight 
deposits showed an increase of I4 per cent. An out- 
standing feature during the quarter was the expansion of 
53 per cent. recorded in the total of current account 
balances without interest, due mainly to the accumulation 
of deposits in local currency awaiting remittance. Com- 
paring the figures for the end of last March with those 
recorded a year earlier, it will be noticed that the following 
increases have taken place :—discounts 34 per cent., 
loans 8 per cent., cash 72 per cent., sight deposits 4o 
per cent., but, owing to the contraction of 26 per cent. in 
fixed deposits during the year, the expansion in the 
general total of deposits, at 19 per cent., was relatively 
small. 

In February last there was established the Agricultural 
and Industrial Department of the Bank of Brazil, for the 
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purpose of granting loans for the general economic 
devel — nt of the country. In the period from February 
up to end—July, the total number of loans approved by the 
Department was 503, involving a sum of 54,946 contos. 
Of this amount, 51,093 contos represented loans to 
agriculturists, and the balance to stockbreeders and 
industrialists. In the same period, 565 applications for 
loans aggregating 81,446 contos were refused. The total 
amount represented by loan applications under con- 
sideration at July 31 last was 142,474 contos, including 
111,724 contos from industrial interests. 


CHILE 

Chile’s exports continue to show a severe decline, not 
only due to a contraction in the actual volume, but also 
because of the international decrease in prices,particularly 
of mining and agricultural products. Imports, however, 
have shown a directly reverse movement, so that the 
recorded export surplus shows a substantial decline this 
year. There continues to be a shortage of sterling and 
dollars to cover imports, and the exchange control 
continues to be severely applied. A factor of consider- 
able importance is, undoubtedly, the relative stability 
of internal credit and the liquidity of the banking situation 
under the egis of the Central Bank. 

Due to world cotton market conditions, Peru’s 
exports are also declining heavily, and, with continued 
large imports from U.S.A. and Germany, the trade 
balance has shrunk considerably and the trend of exchange 
is strongly against Peruvian currency, although exchange 
control is still avoided . 

In Colombia and the Central American “ coffee 
States, the outlook for the coming coffee crops is generally 
favourable, with the markets more active. In Nicaragua, 
the Decree of 5th March last relating to the liquidation of 
frozen collection funds has now been ratified byCongress 
under date August 12. In Ecuador, business is quiet, due 
to the present rigid control of imports, in which, however, 
some modifications may be made. The outlook in 
Colombia is decidedly more favourable, and exchange 
permits covering general imports continue to be approved 
up to date. A special Mission has arrived in Colombia 
from Great Britain in order to discuss the framing of a new 
Commercial Treaty with this country. 


” 
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UNITED STATES 


Mounting Reserves of Idle Cash 
By an American Correspondent 


HE course of financial events in the United States 
in September was entirely dominated by the 
European political crisis. In response to the 
alternating fears of an immediate outbreak of war 
and hopes for the preservation of peace all markets 
underwent violent fluctuations. The stock market fell 
to a point at which practically all the gains made since 
the upturn started in the third week in June were 
eliminated; but within a few days after the Munich 
conference these losses had been regained on a recovery 
movement which has carried the level of prices to a new 
high for the year. Undeniably the European crisis 
gave a shock to business here which may temporarily 
have slowed up the advance, but the tendency appeared 
to be toward continued recovery even when the European 
outlook was blackest, and the avoidance of war ultimately 
gave a great stimulus to business sentiment. 

It may be remarked in passing that the course of the 
stock market in the United States during the Czecho- 
slovak crisis gave emphatic proof that there is no tendency 
here to believe that a European war would make for 
prosperity in the United States. The markets indicated 
unmistakably that they regarded war as altogether 
bearish, even for the so-called war stocks, such as the 
coppers, steels and aviation issues, which fell heavily 
when the prospects of war seemed most menacing. 

In spite of the excited and alarming course of the 
markets, retail trade appears to have made encouraging 
advances. The preliminary indications are that the new 
automobile models just appearing will obtain an enthu- 
siastic reception, and there have been further, although 
not spectacular, gains in the activity of industry in general. 
Unhappily for them, the banks have not as yet been 
called upon to participate in the expansion of business 
activity. While they have continued to experience a 
large expansion of deposits as a result of the deficit 
spending of the Treasury and the heavy influx of capital 
from abroad, they have been able to effect almost no 
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extension of business loans, and have again found i 
necessary to add to their holding of government se aula 
The following table shows the position of the reporting 
member banks of the Federal Reserve in ror leading 
cities of the country near the end of September compared 


with a month and a year earlier :- 
(In millions of dollars) Increase or decrease 
since 
Sept. 28, Aug. 31, Sept. 29 
1935 1935 1937 
Demand deposits adjusted .. ws  ¥5§,508 120 - 644 
Deposits of foreign banks .. a 448 F113 124 
lotal loans and investments s« 23,240 1379 786 
Commercial, industrial and agri- 
cultural loans me me 
Loans to brokers and dealers in 
securities .. ‘ oe 649 41 
United States Governments, direct 
ind indirect es - oa 9,786 1. 342 5 
Other securities re ms ms 3.233 66 : 2 


3, O91 5 OIbo 


? 
6,094 b 9 17 206 


Reserves . ; 

Quarterly statements of the principal banks and trust 
companies in the New York money market disclosed a 
further large rise in deposits, in many cases to record high 
figures, entero by further accumulations of cash,’ 
some expansion in government security holdings wie a 
further contraction in loans and discounts. The figures 
of the fifteen largest banks in New York City as of 
September 30 showed that on the average these banks 
held upward of 35 per cent. of all their assets in the form 
of cash, less than 30 per cent. in government securities, 
and only about 23 per cent. in loans and discounts. The 
Chase National, which is the largest bank, showed cash 
items aggregating over $1,000,000,000. 

A factor of great importance in the banking position 
has been the panicky flight of capital to the United States 
from Europe resulting from the threat of war. The 
increase in the gold stock of the United States in Sep- 
tember amounted to more than $600,000,000, the largest 
monthly gain since February, 1934, the first month after 
the revaluation of the dollar. Gold stocks, which had 
passed the $13,000,000,000 mark only late in July, 
exceeded $13,800,000,000 by the first week in October. 
Chiefly because of the Treasury payments for this in- 
coming gold, large additions were made to the reserve 
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balances of member banks. Excess reserves of all the 
member banks rose to $3,130,000,000 in the middle of 
September, which was close to their highest point. 
Immediately thereafter they were temporarily depleted 
by about $400,000,000 by the effects of the Treasury's 
quarterly financing and income tax collections, but by 
the end of the month had again advanced above 
§3,000,000,000. 

This continued piling up of cash in the banks, contrasted 
with the almost complete absence of an expansion in 
bank loans to industry and commerce, has raised again 
in Washington proposals for putting the government 
more deeply into the banking business through the 
establishment of some new type of government sponsored 
and financed credit institution. Several high government 
officials have already indicated that unless some means 
is found by the existing commercial banks of bringing 
about an expansion in bank credit, legislation is almost 
certain to be enacted that would put the government 
into competition with the banks. It has been proposed 
that the banks themselves should attempt to forestall 
such a development by undertaking to organize and 
supply the capital for one or more intermediate credit 
banks which could make loans of a type unsuitable for the 
commercial banks themselves. Such a scheme would 
require legislation, but there are ample assurances that 
this would be promptly forthcoming. 

There seems, however, to be very little desire on the 
part of the heads of the largest banks to have 9 rg 
to do with this proposal. It seems more likely that, 
keeping with their usual course, the bankers will resco 
to do nothing to meet the popular criticisms of their 
failure to provide the type of credit which is said to be 
wanted, but will instead wait until legislation providing 
lor government-sponsored competitors is actually on the 
way to enactment—at which time, no doubt, they will 
complain very bitterly. 

Expenditures of the government in the first quarter 
of the present fiscal year exceeded receipts by $652,000,000 
compared with an excess of expenditures of $245,000,000 
in the first quarter of the last fiscal year. In spite of 
this larger deficit it was apparent that the Administration’s 
great spending programme, which it is officially esti- 
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mated will involve a total deficit of $4,000,000,000, or an 
average of $1,000,000,000 each quarter, is as yet falling 
short of these objectives. In the case of a number of 
items in the category of recovery and relief, expenditures 
in the quarter just ended were actually less than in the 
corresponding period a year ago. However, in spite of 
inevitable delays, it is believed that a sufficient number 
of projects have been approved to insure a sharp expansion 
of the rate of spending within the next few months. It 
will be recalled that ever since the programme was first 
announced last spring, the opinion in quarters best 
informed on the subject has been that the peak of the 
spending would not be reached until the first quarter of 


1939. 
CZECHOSLOVAKIA 


Banking and the New Frontiers 
Te transfer of the Sudeten German territory to 


Germany gave rise to a series of difficult banking 
problems in Czechoslovakia. All the leading 
Prague banks, with the exception of the Bank of the 
Czechoslovak Legions, have branches in the ceded 
territory, while two of the Sudeten German banks have 
their head offices in Prague. The Czech banks have lent 
large amounts to Sudeten German clients and a con- 
siderable number of these loans are still outstanding. 
On the other hand, most Sudeten Germans withdrew 
their deposits from the Czech banks during August and 
September. The result is that the Czech banks have 
a substantial claim against the Sudeten German district. 
It remains to be seen how this claim will be settled. 
There are innumerable banking claims and counter- 
claims arising from the transfer of the territory, and it is 
to be feared that the solution imposed upon Czecho- 
slovakia by Germany will not adequately safeguard the 
interests of the Czech banks. Meanwhile, a decision has 
been reached for the transfer of the Sudeten branches 
of the Czech banks to the leading German banks. 
Another problem is the large number of bad debts 
arising from the sudden change. A number of Czech 
debtors in the Sudeten districts had to abandon their 
property, and it is doubtful whether the Czech banks will 
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be in a position to collect their claims. Notwithstanding 
this, there is no reason for uneasiness about the position 
of the leading banks, which have been exceptionally 
liquid, and which in any case will be looked after by the 
authorities if the necessity should arise. 

As far as London is concerned, the amount of Czech 
credits outstanding is very moderate. It is probably 
under {1 million, and a large part of this amount is 
secured. Complications similar to those arising from the 
Austrian Anschluss are likely to arise also in the present 
case in connection with balances held in London by 
firms situated in Sudeten German territory. 

The position of the Czechoslovakian National Bank 
improved materially after the passing of the climax. 
The note circulation, which became heavily inflated as 
a result of the mobilization and the withdrawals of 
deposits, contracted sharply, and sight deposits with the 
bank increased. The hoarded notes are beginning to find 
their way back to the banks. The restoration of con- 
fidence was largely due to the granting of the British 
credit of {10 million, which was placed at the disposal 
of the Czechoslovakian National Bank. Negotiations for 
the granting of a larger amount have not yet been con- 
cluded. On the other hand, it is to be feared that 
Germany may claim a share of the gold reserve of the 
Czechosiovakian National Bank in proportion to the 
amount of Czech notes withdrawn by the German 
authorities from the Sudeten territory. 


SWEDEN 


Influx of Foreign Capital 

HE capital influx to Sweden, which set in towards 

the end of August, became intensified in September. 
Changes in the position of the Bank of Sweden and 

of the joint-stock banks at the turn of the month clearly 
reflect this capital inflow. Thus the banks’ holdings of 
cash and balances at the Bank of Sweden reached on 
September 30th a new record of Kr. 841 millions, a rise 
of Kr. 190 millions in a single month. This accumulation 
of idle funds is a direct result of the conversion of foreign 
liquid assets into Swedish bank deposits carried out by 
Swedish banks and companies, as well as of fresh deposits 

Q* 
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in Swedish banks made by foreign banks and bankers. 
Thus only one single bank, the Stockholms Enskilda Bank, 
has during the month reduced its credit balances with 
foreign banks (from Kr. 61 millions to Kr. g millions), 
while aggregate foreign bank deposits at the Swedish 
banks have risen by Kr. 94 millions during the month to 
Kr. 238 millions. Simultaneously, the banks’ total 
deposits have increased by Kr. 78 millions to 
Kr. 4,289 millions. For obvious reasons, this increase 
refers entirely to sight deposits. In spite of the extremely 
liquid position of trading and industrial companies in this 
country there seems still to be scope for fresh bank 
advances, and bank loansin fact rose during September by 
Kr. 70 millions to a total of Kr. 4,314 millions. Mortgage 
loans again represent the bulk of the increase, but even 
the domestic bill portfolio registered an increase of 
Kr. 24 millions to Kr. 1,152 millions; as building activity 
in Sweden is still exceptionally high, it is to be expected 
that the banks will find further investment opportunities 
in this field. 

The gold reserve of the Bank of Sweden, which at the 
end of August stood at Kr. 617 millions, gradually rose 
during September to a new high record of Kr. 684 millions, 
valued at the old parity of the krona. These gold pur- 
chases have been financed by the Bank out of its porttolio 
of Government securities, which has been reduced from 
Kr. 41 millions to Kr. 33 millions, as well as at the 
expense of the foreign bill portfolio, which declined by 
Kr. roo millions to Kr. 411 millions. Symptomatic of 
the rush into the krona that took place in September 
was the rise in the Bank of Sweden’s net balance with 
foreign banks, which was nearly doubled, from 
Kr. 244 millions to Kr. 478 millions. The influx reached 
its climax in the middle of September and slackened off 
towards the end of the month. 


CANADA 


A Kefuge for Capital 


During the last few months Canada has attracted 
a considerable amount of refugee money from Europe. 
The reason for this lies in the fact that, while from the 
point of view of international politics Canada is considered 
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to be as safe a country as the United States, from the 
point of view of the internal social structure she is 
considered to be at an advantage compared with her 
southern neighbour. As a result there has been a large 
demand for Canadian dollars, even though only a com- 
paratively small part of the influx remained in the form 
of bank deposits. A far larger part was invested in 
Canadian securities. The Canadian banks do not in any 
way suffer from an embarras de richesse, thanks to the 
better organization of short-term fund facilities as a 
result of the establishment of the Bank of Canada. 


Canada has also become a refuge for privately 
hoarded gold, though not to an unduly large extent. 
An embargo on the export of gold from Canada is still in 
operation, and holders have to obtain licences for the 
export of their gold, subject to renewal every three 
months. As it is never certain whether the next renewal 
will be made, many people hesitate to keep their gold 
in Canada. 


GREECE 


The lonian Bank’s Acquisition 


The Ionian Bank, Ltd. has purchased a controlling 
interest in the Banque Populaire S.A. of Athens. The 
Ionian Bank is established in London and has 36 branches 
in Greece. The Banque Populaire also has a number of 
branches. It is the intention of the Ionian Bank to 
incorporate the management and control of the Banque 
Populaire with those of its own organization in Greece. 
The transaction aroused considerable interest, since it is 
the first of its kind for some time. It is by far the largest 
expansion of British banking interest abroad since the 
crisis of 1931, and may be regarded as an indication that 
British capital does not wish to relinquish its interests 
in South-Eastern Europe. The moment for the trans- 
action was well chosen, since banking conditions in 
Greece have lately improved as a result of the 
repatriation of funds from London and other centres. 
This repatriation was due to the anticipation that 
Greece would remain neutral in a Central European 
conflict. 


Q** 








194. THE BANKER 


HOLLAND 


The credit, to the amount of 35 million guilders, 
granted to the French Government last July by a 
banking group headed by Mendelssohn & Co., has been 
renewed for another three months, to January 20, 19309. 
This is in accordance with the terms of the original 
agreement, by virtue of which the French Government 
has the right to renew the credit five times for a period 
of three months. 

The Dutch Investors’ Front has decided to take 
advantage of the stiffer trend of money rates due to the 
international crisis in order to raise the minimum rate 
at which its members are prepared to subscribe to muni- 
cipal loans. Until now this minimum rate for public 
issues has been 3} per cent., but henceforth it will be 
34 per cent., and the maximum issue price has been 
fixed at IOI per cent. 

POLAND 

The result of the crisis was a certain amount of 
withdrawal of deposits from the Polish banks, but the 
latter were able to meet the pressure by rediscounting 
part of their portfolio with the Bank of Poland. The 
note issue increased accordingly. A large number of the 
additional notes issued were, however, promptly hoarded, 
so that it did not lead to any marked inflationary rise 
in prices. The withdrawals were largely due to fears of 
a moratorium, which, however, has been avoided. With 
the termination of the crisis, conditions became more or 
less normal, and a large part of the money withdrawn 
found its way back to the banks. 


CHILE 

It was reported at the end of September that a Bill 
had been introduced into the Chilean Chamber of 
Deputies providing for the suspension of the debt service 
unless and until British banks repaid to the Central 
Bank of Chile about {£225,000 lost as a result of the 
depreciation of sterling in 1931. Official Chilean quarters 
hastened to reassure the London market, however, that 
there was no question of any Government measure. The 
Bill was introduced by a Deputy of the Opposition, and 
is not likely to be passed. Congress has already ratified 
the agreement with the British bondholders, and the 
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terms of the debt settlement will be carried out. Even 
if, contrary to anticipation, the Bill should be passed, 
the President would use his constitutional power to 
veto it. 
JAPAN 

The Japanese authorities continue to ship gold to 
the United States in support of the yen. A large part 
of the revolving gold fund established some months ago 
has been used up. During the depreciation of sterling 
the Government made yet another statement denying 
that it intended to detach the yen from sterling. The 
prolonged war in China necessitated a further reinforce- 
ment of the existing exchange restrictions. Apart from 
this, the financing of the war seems to be proceeding 
without any difficulty, and there have so far been no 
unduly pronounced inflationary effects. 


FRANCE 


The Crisis and the Budget Problems 
By M. Mitzakis 
[LD mane the second half of September the French 


market witnessed international events of such 

gravity as to overshadow in importance any 
economic problem. In the financial sphere it was 
necessary to stand the burden of the expense of a 
mobilization which, even though only partial, meant 
the calling to the colours of 1,600,000 men. In less 
than a week this army had to be transported and supplied 
with its requirements. As in Ig14, this “‘ war economy ” 
was financed by the Bank of France, whose return dated 
September 29, 1938, reflected the first preparations for a 
conflict which was averted at the eleventh hour. 

A comparison of the figures of the Bank return gives 
an idea of the cost of mobilization and other Treasury 
operations, largely through the currency and credit 
inflation. In four weeks the sight liabilities of the 
Central Bank increased from Frs. 120 milliard to nearly 
Frs. 146 milliard, an increase of Frs. 26 milliard (about 
{140 million), of which nearly Frs. 23 milliard was in 
the form of an increase in the note issue. This inflation 
caused an unprecedented increase in Government 
advances by Frs. ro milliard during September. There 
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was an increase of more than Frs. 13 milliard in redis- 
counts and an increase of more than Frs. 1 milliard 
in advances on securities. For the first time since the 
second devaluation of the franc, the percentage of the 
note cover to sight liabilities decreased in one month 
by more than 8 per cent., reaching 38-27 per cent. 
compared with the legal minimum of 35 per cent. 
RETURN OF THE BANK OF FRANCE. 
End of Endof End of 
July, Aug.,  Sept., 
1938 1938 1938 











ASSETS. (in millions of francs) 
Gold reserve , ; wi és 55,808 55,808 55,808 
Foreign Exchange reserve Be ai 765 743 739 
Discounts (total) .. ms ‘a vr 7,432 7,764 20,960 
Advances on securities .. in ~ 3,544 3,692 4,362 
Advances up to 30 days .. 3 a 623 766 ~—s 1,310 
Bonds of the Caisse Autonome .. i 5.574 5,569 5,569 
Loans to the State os 3,200 3,200 3,200 
Provisional advances to the State— 
(a2) Regularization of previous advances 12,084 12,084 12,084 
(6) Provisional advances ae ee 10,000 10,000 10,000 


(c) New advances (agreements of 
June 30, 1937, March 22, ae 


April 14, 1938) .. oA 18,050 18,050 28,050 
LIABILITIES. 
Note circulation .. a IOI,II6 101,759 124,428 
Current and deposit accounts (total) ‘a 17,342 18,423 21,418 
of which :— 
Treasury acs ea és ‘i 468 137 345 
Caisse Autonome wa - a 2,666 2,401 2,479 
Private accounts di iva ‘ 14,040 15,804 18,417 
Total of sight liabilities .. ais ek 118,459 120 1183 145, 846 
Percentage of gold cover - 47°I1% 46-44% 38-27% 


Admittedly the monetary authorities anticipated a 
marked reversal of the situation as a result of a heavy 
reflux of notes, which would relieve the Bank of France. 
It is necessary to bear in mind, however, that, apart 
from the mobilization expenses, which are officially 
estimated at between Frs. 8 milliard and Frs. ro milliard, 
the authorities also had to meet the considerable require- 
ments of the Treasury at the beginning of the autumn, 
when the budgetary revenue fell to an alarming extent. 
The Treasury receipts were encouraging during July, 
when for the first time in the year normal revenue 
covered ordinary expenditure. During August, however, 
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new difficulties were indicated in connection with the 
aggravation of the international situation. At the time 
of writing the Government has a margin of only 
Frs. 1,460 million of unused advances from the Bank 
of France. Although this figure is very low, the Govern- 
ment has not yet asked Parliament for an increase of 
the maximum limit of its advances. 

On the money market, events at the end of September 
not only aggravated the technical position of the Central 
Bank but also caused a rise in interest rates. On Tuesday, 
September 27, the official rediscount rate was raised 
from 2} to 3 per cent., the rate on 30-days’ advances 
from 25 to 3 per cent. and the rate on advances on 
securities from 34 to 4 per cent. This measure was not 
due to any exceptional outflow of gold but to a heavy 
demand for rediscount facilities by the French banks asa 
result of substantial withdrawals of deposits in anticipa- 
tion of end-of-quarter requirements. The Ministry of 
Finance decided shortly afterwards to raise the rate on 
Treasury bills from 27% to 3 per cent. for bills maturing 
within 105 days, from 23 to 3} per cent. for bills maturing 
in six months and from 3 to 4 per cent. for one year’s 
bills. The rate on two-year Bons de la Défense Nationale 
and on 18-months’ bonds of the Caisse Autonome was 
raised from 33 per cent. to 44 per cent. 

As will be seen from the following table, the monetary 
tension in the Paris market, considering the gravity of the 
international political situation during the second half 
of September, was comparatively moderate, thanks to 
the strength of the banking system and also to the 
increase in the volume of means of payment. For the 
first time the Bank of France issued notes of Frs. 5,000 
denomination. 


July 31. Aug. 31. Sept. 30. 
o/ 0/ 


% 0 /o 

Bank of France rediscount rate 24 24 3 
Market rate Ne ~ 24 22 22 
Day to day money a 2} 23 33 
Loans on Bons de la Défense : 

Market rate for 1 month 23 24; 2? 

Market rate for 3 months 2} 2} 3 
Loans on securities : 

Rate on the Parquet 2 2} 4 

Rate on the Coulisse 5% 64 8} 
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The sang froid of the country during that critical 
period was also indicated by the moderate amount of the 
withdrawals of savings bank deposits. Of the total of 
Frs. 63 milliard, only Frs. 3 milhard was withdrawn, or 
about 5 per cent. of the whole. The decline on the 
Paris bourse was also relatively moderate, since until the 
last moment dealers expected a peaceful settlement. 
Their optimism was eventually rewarded, for the Munich 
agreement enabled them to settle their commitments at 
the end of September at very reasonable prices. The 
lowest level reached on September 28 indicated the 
fears of the public, since the 44 per cent. loan of 1932 
fell to 75-50, against 79°40 at the end of August; the 
4 per cent. guaranteed loan of 1925 was quoted at 124:05, 
against 133-30 at the end of August; and the Banque 
de Paris shares fell from 1165 at the end of August to 
g05. On the other hand, on September 29 these quota- 
tions rose to 77°15, 130 and 1070 respectively, while 
on October 6 the quotations were 81-50, 134-05 and 1160. 

On the whole, in most respects France withstood 
the test from the economic point of view in a reassuring 
fashion, especially if we consider that it was imposed 
upon her during a period of reconstruction, when she was 
particularly vulnerable. Regarding the price level, 
fluctuations have been almost negligible. It is beyond 
doubt, however, that the special efforts called for will 
have their repercussions on the budgetary and Treasury 
position and on trade activity, which inevitably suffered 
a decline through the partial mobilization and through 
some hasty liquidation. Following upon the Munich 
agreement, M. Daladier, in a speech delivered at the 
Chamber of Deputies, sought to reassure the French 
public by declaring that the Government was determined 
to avoid a further devaluation of the franc or the intro- 
duction of exchange restrictions. He also ruled out the 
possibility of a forced conversion of Rentes. It was 
after this declaration that Parliament granted the 
Government full financial powers up to November 15. 
This grant of plenary powers for a limited period was 
received with scepticism in business circles, since in the 
course of the debate it was made plain that the financial 
programme which was in course of preparation would 
seek to combine all classes of the nation in the work of 
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reconstruction without compulsion. Experience since 
1936 has proved that plenary financial powers are not 
sufficient without political authority to restore budgetary 
equilibrium. It may well be asked, however, by what 
means the Government would be able to recover its 
position without imposing heavy sacrifices upon tax- 
payers, and upon production, and without levying a 
direct or indirect tax on capital. It is also feared that 
by postponing the application of this programme the 
Government may fail to benefit from the favourable 
atmosphere created by the feeling of general relief that 
prevailed after the Munich agreement. 

The only positive measure announced by M. Daladier 
was the eventual revaluation of the gold reserve of the 
Bank of France. The gold reserve is at present reckoned 
on the basis of 43 milligrammes of gold per franc, even 
though the present value is not more than 27} milli- 
grammes. The revaluation would realise nearly 
Frs. 35 milliard, making it possible to repay the excep- 
tional advances granted to the Treasury and to increase 
the reserve ratio to nearly 60 percent. This improvement 
would, however, be purely fictitious and ephemeral if the 
Government immediately claimed new advances from the 
Central Bank. 

In reality the problem of France’s financial regenera- 
tion cannot be solved by such a book-keeping operation. 
It is a political as well as an economic problem. It is 
political because the productive interests in the country 
do not yet foresee the Parliamentary majority upon which 
the Government would be able to assert its authority 
and which would support its programme of reconstruc- 
tion. It is economic because this programme, in order 
to be effective, would involve a transformation of the 
social régime and an extension of the working week on 
the basis of collaboration between employers and 
employees aiming at an increase of production. Without 
such a transformation, securing a normal margin of 
profit for employers, it would be impossible to anticipate 
economic recovery, the return of confidence and a 
repatriation of capital which is indispensable in order to 
cover national requirements. 

The uncertainty of the Government’s attitude and 
the fear that the Government may not have the courage 
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without new elections to risk the unpopularity which 
would result from certain urgent reforms explain the 
anxiety prevailing in industrial and agricultural circles 
with regard to the growing budgetary deficit, which is 
now estimated at nearly Frs. 50 milliard. Thus the 
four weeks of grace which the Government secured until 
November 15 will be critical from the point of view of 
the future both of the French currency and the French 
economy. 





Obituary 
Mr. Tom K. Fortune 


THE untimely death of Mr. Tom K. Fortune at the 
early age of thirty-one came as a sad shock to a wide 
circle in the City. Although Mr. Fortune was a com- 
parative newcomer to the money market (he was with 
Balfour Williamson until a few years ago, when he joined 
the market staff of the Union Discount Co.), he had 
already won for himself a large circle of friends. His 
distinguished appearance and personal charm made him 
one of the most liked, and his great ability one of the most 
respected, of the younger personalities in the discount 
market. The loss of this promising recruit to banking will 


be deeply deplored. 


Appointments and Ketirements 


Brown, Shipley & Co. 

It is with the deepest regret that the partners of 
Brown, Shipley & Co. announce the retirement of 
Mr. C. W. Heath, who has been their manager, first at 
123, Pall Mall, and later at Founder’s Court, for the past 
thirty-eight years. 

Mr. Heath was not only an able banker but a very 
popular man, and his withdrawal from active business 
will be regretted by a wide circle in the City. 
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Lloyds Bank 

Mr. C. G. A. Brooks is retiring from the management 
of the Abergavenny branch at the end of October after 
43 years’ service. He will be succeeded by Mr. H. L. 
Taylor, from Welshpool. 

Mr. A. G. Burns succeeds Mr. W. E. Law on the 
latter’s retirement from head office as chief clerk of the 
Country Clearing Department. 

Mr. J. C. S. Ahern, from Leigh-on-Sea, is appointed 
manager of the new Brentwood branch. 

Mr. F. H. Davey has been appointed sub-manager 
of the Cambridge branch in succession to Mr. T. H. 
Brown. 

Mr. W. C. Oxenham, M.M., from Dowlais, has been 
appointed manager of the Llandrindod branch. 

Mr. J. G. Coldicott, of Cheltenham office, succeeds 
Mr. S. E. Foley as manager of the Stow-on-the-Wold 
branch on the latter’s retirement. 

Mr. D. Davies, from Llandrindod Wells, becomes 
manager of the Welshpool branch. 


Bankers Trust Company 


Mr. R. H. Oxley and Mr. F. Norland have been 
appointed deputy managers of the London office. 


Bank of New South Wales 


The Hon. Sir Frederick Henry Tout, M.L.C., of 
Young, New South Wales, grazier, has been appointed 
a director of the Bank on the resignation of Mr. E. T. 
Thring. 


Martins Bank 


Three new branches have been opened during October 
and the following appointments made:—Mr. H. S. 
Green, formerly manager at Aintree, is appointed to 
the Maghull branch, Mr. R. H. Price to the Cambridge 
branch and Mr. K. Bb. Ralston to the Richmond branch. 

Mr. J. S. Holgate, previously a procurist at the 
Bradford branch, succeeds Mr. O. A. Thornton as manager 
of that branch on the latter’s retirement. 

The Moston branch at Manchester, hitherto sub-branch 
to Miles Platting branch, Manchester, has been raised 
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to the status of a full branch under the management 
of Mr. S. C. Owen, previously manager of the Miles 
Platting branch. 


Bank of Scotland 


Mr. A. W. M. Beveridge has resigned from the 
position of treasurer after 48 years’ service. He is 
succeeded by Mr. J. W. Macfarlane, who has been sec- 
retary to the bank since February, 1937, the secretary- 
ship being filled by the appointment of Mr. J. B. Crawford, 
of Glasgow. 


The Union Bank of Scotland 

Mr. John Warden Goudie has retired from the Kil- 
marnock and Riccarton branches, and is succeeded as 
agent by Mr. George Francis Fowlie Smith. 

Mr. Peter Donaldson McLachlan has been appointed 
sub-agent at the Riccarton, Kilmarnock, branch. 

Mr. Alexander John Ritchie of the New Pitsligo 
branch is retiring, and is succeeded by Mr. James Young 
Garden. 


The British Linen Bank 

The retirement is announced of Mr. R. W. Stevenson, 
secretary of head office. He is succeeded by Mr. George 
Mackenzie, superintendent of branches. Mr. Robert 
Macdougal Ferguson has been appointed superintendent 
of branches and Mr. George Norman Fordyce inspector 
of branches, both of head office. 

At the Glasgow office Mr. James S. Stiven has been 
promoted to head office, Mr. Andrew P. Anderson 
succeeds Mr. Stiven as accountant and Mr. James 
Meldrum has been authorized to sign official documents 
“pro manager.” 

Mr. Walter Ritchie, previously agent at St. Vincent 
Street, succeeds the late Mr. D. J. Aird as agent at West 
George Street, the vacancy at St. Vincent Street being 
filled by Mr. James Fulton McGill, agent at South Side, 
Glasgow, branch. 

At the Largs branch Mr. Neil N. Jeffrey has retired 
and is succeeded as agent by Mr. William Millar. 

Mr. James Willcocks Brown, teller at West End, 
Aberdeen, branch has been appointed accountant. 








APPOINTMENTS 203 


“ 


Mr. James Watson, of South Side, Glasgow, branch 
succeeds Mr. McGill as agent at that branch. 

Mr. Robert Loudon Inglis, of the Maryhill Road, 
Glasgow, branch succeeds Mr. Andrew Martin as agent. 

Mr. William Cairns Forrester succeeds as agent to 
Mr. William Brown of the Kinross branch, on the latter’s 
retirement. 


Books 


AN INTRODUCTION TO THE STUDY OF PRICEs. By Sir 
WALTER LAYTON and GEOFFREY CROWTHER. 
Third Edition. (London, 1938: Macmillan & Co., 
Ltd. Price &s. 6d. net.) 


fH1s book has come to be regarded as one of the 
classics of economic literature, and the publication of a 
new edition bringing the material up to date is therefore 
a welcome event. No changes have been made in the 
main body of the book, but an account of the years 
1934-37 has been added to Chapter XI. The statistical 
material in the Appendices has also been brought up to 
the end of 1937. 


SCIENTIFIC INVESTMENT. By HARGREAVES PARKINSON. 
With an introduction by Sir WALTER Layton. 
Third Edition. (London, 1938: Sir Isaac Pitman 
& Son. Price tos. 6d. net.) 

CONSIDERING the large output of books on investment, 
it is no mean achievement for a book on the subject to 
reach three editions in six years. The present book 
contains some important revisions and additions. The 
reduction of interest rates since 1932 has made it necessary 
to revise certain arithmetical illustrations. The rapid 
development of the Unit Trust has necessitated the 
inclusion of additional material, while a new section in 
the chapter on taxation analyzes the investment implica- 
tions of the new National Defence Contribution. 


x 
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INVESTMENT AND INVESTMENT Poticy. By FLoyp F. 
BURTCHETT. (London, 1938: Longmans Green & 
Co. Price 18s. net.) 

THE author deals with his subject with true American 
thoroughness. He begins by discussing the general 
prince iples, confining himself even in this section mainly 
to the practical aspects of the subject. In Part II he 
examines the various categories of investment according 
to their legal status. In Part III he deals with the 
characteristics of the major industries from the investor’s 
point of view. Part IV and Part V deal with investments 
in life assurance, annuities, trusts and holding companies, 
real estate, commodity investments, etc., while Part VI 
deals with Government loans. Part VII discusses the 
question of investment policy from the point of view of 
institutions and individual investors. The next part 
examines the role played by speculation, and discusses, 
among other things, the Dow theory and its application. 
The final section surveys the problems confronting various 
types of investors. The book is written in a readable 
style, and combines a knowledge of detail with a grasp of 
broader principles. 






























A GUIDE TO COMPANY BALANCE SHEETS. By FRANK H. 
Jones. (Cambridge, 1938: W. Hefter & Sons. 
Price 7s. 6d. net.) 






THERE is an eternal struggle between company 
directors, who do their utmost to give away as little as 
possible in their balance sheets, and shareholders and 
other members of the public, who try to read into the 
documents as much as possible. This book serves as a 
valuable guide for both parties. It takes the reader 
behind the scenes in the preparation of balance sheets, 
and shows the principles and policies which go to make 
up the final figures contained therein. The text is 
illustrated by specimen balance sheets recently published. 
The book deals even with such recent developments as 
Unit Trusts, and contains a chapter on considerations for 
future legislation. 
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FOREIGN CAPITAL IN POLAND. By LEOPOLD WELLISZ. 
With a foreword by Lord KENNET OF THE DENE. 
(London, 1938: Allen & Unwin. Price 7s. 6d. net.) 

THIs is the type of financial monograph which deserves 

to be encouraged, since there are far too many books on 
broad general subjects and far too few on more specific 
subjects which require a thorough knowledge of facts. 
Even if one does not necessarily share the author’s optim- 
istic views about the prospects of Poland, his factual 
material is well worth studying and his book is useful 
for purposes of reference for those interested in Poland 
and also for those interested in foreign investment in 
general. 


Right WaGEs. By A. GRANT McGReEGorR. (London, 
1938: Sir Isaac Pitman & Sons. Price 8s. 6d. net.) 
In this book Mr. McGregor carries farther the ideas 
advocated in his previous books “‘ Lasting Prosperity ’ 
and ‘‘ The Correct Economy for the Machine Age.” 
The substance of his scheme is that the Government 
should arrange for the maintenance of consuming power 
at the level of production. When over-production, 
falling prices and declining profits are imminent, higher 
wages and salaries for the consuming masses are the 
remedy; but under free competition, for one or several 
employers to raise wages, acting independently, would be 
fatal. If, however, they and all their competitors, and 
all other employers throughout the country, raised wages 
and salaries by the same flat percentage, the difficulty 
would, according to the author, be removed. He seems, 
however, to overlook the wide discrepancy between the 
degree of prosperity in various branches of trade, or even 
between various individual units within the same branch 
of trade. A rise in wages may in given circumstances 
make all the difference between working at a profit and 
working at a loss in certain cases, no matter how much it 
would be in accordance with the general average trend. 
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BANK OF ESTONIA 


| HE activities of the Bank of Estonia during the first 
T eight months of 1938 were maintained, in general, 
on the same level as at the end of last year in spite of a 

slowing down in certain branches of the economic life. 
The main accounts of the Bank of Estonia were (in mill. 


Ekr.) 


Aug. 31, 1938 Dec. 31, 1937 Aug. 31, 


Gold and foreign exchange... 51-4 51-2 51-3 
Home bills in = ze 8-9 I3°5 12:6 
Loans er sis Su E3°2 BF°2 I2°5 
Notes in circulation si om 48°4 49°1 45°5 
Current Accounts re 7 33°97 37°7 39°1 
Balance .. we as aa 104°2 100°:S I00:0 
Cover ; a 62-6 59:0 60-7 


The chs inges in the position of the accounts of the Bank 

{ Kkstonia at the end of August are for the most part of a 
seasonal character. The fall in current liabilities to the 
extent of Ekr. 4-7 millions has been brought about mainly 
by certain withdrawals on the Government’s account, 
whereas, at the same time, the accounts of other banks have 
grown. In view of the decline in current accounts, the 
contraction of notes in circulation has been smaller than 
last year. This account stands approximately on_ the 
same level as at the beginning of the year. Under the 
item ‘Credit Operations” a decrease of Ekr. 4-6 millions is to 
be noticed in home bills, this being largely due to a falling off 
in the commercial bills account. The decline in home 
bills, which is to be considered as normal at the end of 
August, has, however, been more substantial during the 
current year and can be accounted for by the increase of 
free capital resulting from the growth of deposits i in private 
banks. For the reasons above, Bank of Estonia credits have 
been called upon to a lesser extent. 

Foreign currency operations have been maintained 
approximately on the level of a year ago. The gold and 
foreign exchange reserves in the Bank of Estonia have not 
shown any marked changes. Despite the adverse trade 
balance for the first eight months of the current year, 
amounting to Ekr. 7 millions, the gold and foreign exchange 
reserves have not declined. Apart from exports, the influx 
of foreign exchange has been induced also by other sources of 
income, such as shipping and the steadily increasing receipts 
from tourist traffic. 

So far as the parity of the kroon is concerned, the policy 
of the Bank of Estonia has remained unchanged, the parity 
with sterling being retained on the former basis, viz. 
18-35 kroons to one pound (sellers). 
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THE POSITION OF ESTONIAN AGRICULTURE 


HE rising tendency of agricultural activity in Estonia 

T has been sustained in 1938. The expanding of 

branches of production and enlargement of the produc- 

ing capacity have continued with satisfactory results in all 
directions. 

Arable land in Estonia has been steadily gaining in area 
during the last ten years, the acreages of field and horti- 
cultural crops having increased from I ,032,000 hectares in 
1929 to 1,100,000 hectares in 1938, a rise of 6 per cent. 
The area under grain crops also shows a consistent increase 
over the same period, advancing from 807,100 hectares in 
1929 to 889,2v0 hectares in 1938, or by 11 per cent. The 
widening of the area under field crops has been brought 
about chiefly through the reclamation of land which has 
been carried on during recent years. The area under rye 
has been reduced, whilst that of wheat, on the contrary, 
has shown a rapid growth during the last two decades. 
This tendency is to be attributed on the one side to changes 
in consumption and on the rant to the bigger profits 
from wheat production. The Government policy of guar- 
anteeing rye and wheat prices has been of paramount 
importance in maintaining the acreage under food crops. 
The importance of guaranteed prices for cereals has been 
particularly evident this year when wheat and rye prices 
on the world market have suffered a substantial decline. 

The number of livestock has grown during the year 
and a record total has been reached in cows and pigs. The 
expansion in production is also reflected in the larger 
exports of agricultural products. The value of agricultural 
products for the first eight months of the year amounted to 
Ekr. 32 millions compared with Ekr. 23 millions for the 
same period of last year, an advance of Ekr. g millions, or 
nearly 40 per cent. 

The level of agricultural prices has shown a definite 
upward tendency since 1933. Taking 1927/31 as base, 
and equal to 100, the price indexes for marketable agri- 
cultural produce have been as follows : 1933—57, 1934—59, 
1935—62, 1936—72, 1937—81, and for the first seven 
months of 1938—81, compared with 79 for the corresponding 
period of the previous year. 

As to the trend of prices, the net income from agriculture 
has become comparatively favourable. The net return 
from capital investments in agriculture represented 4 per 
cent. in 1936/37, and the same result is anticipated for 
1938/39. 
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A Five-Year Review of Scottish 
Bank Architecture 


By Professor C. H. Reilly 


OOKING back over five years of bank building in 
Scotland, with before me a pile of illustrations of 
banks big and little, I cannot help being struck 

with how much more successful the Scottish architects 
are when they have a really important building to 
design than (to southern eyes) they are with their every- 
day vernacular work. I believe the National Bank of 
Scotland has called in a London firm of architects, the 
head of which has been a sick man for several years, for 
its big new building in Edinburgh, and very dull (what 
I could see of it through the scaffolding when I was in 
the town this summer) it appeared to be. A sketch of 
the finished building I have since seen confirms this. 
There are clearly a number of Edinburgh and Glasgow 
architects who would have made as fine a job of it, to say 
the least, as this eminently safe and academical London 
firm. 

The younger member of the firm of Messrs. Thomas 
Marwick and Son, Mr. Marwick, Jr., who, I am told, 
designed the temporary offices for the same bank in 
George Street and who was responsible for the Garden 
Club at the Glasgow Exhibition, perhaps the best building 
there, inside and out, would certainly have done something 
far more interesting. I had an idea, clearly mistaken, 
that Scotland as a whole and Edinburgh in particular 
had a proud independent outlook on the arts, with faith 
in her own artists, instead of looking to London like any 
second-rate English provincial town. It is very dis- 
heartening when one finds a good and proved young 
architect, as in this case, is not recognized in the way 
it would appear to an outsider he should be. But if not 
Mr. Thomas Marwick, Jr., whose fagade to his temporary 
bank I found the most interesting new facade in Edin- 
burgh, why was Mr. James Miller, who was responsible 
for the fine headquarters building of the Union Bank of 
Scotland in Glasgow and the Bothwell Street branch 
of the Commercial Bank of Scotland in the same city 
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Architect Mr. Thomas Marwick, Jr., of Messrs. Thomas P. Marwick & Son 


[THE NATIONAL BANK OF SCOTLAND, HEAD OFFICE TEMPORARY PREMISES, 
9-11, GEORGE STREET, EDINBURGH 
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as well as the tall and elegant West George Street branch, 
passed over? Why was Mr. Maclennan of Messrs. 
Jenkins and Marr, who designed the fine Aberdeen branch 
of the Commercial Bank, or Messrs. Dick Peddie and 
Walker Todd, who did the West End branch at Edinburgh 





Vr. Jar Viller 
SCOTLAND 


iy 


THE HEADQUARTERS OF THE UNION BANK OF 
GLASGOW 


of the British Linen Bank, or Messrs. John Keppie and 
Henderson with their Sauchiehall Street branch in Glasgow 
for the Bank of Scotland? These buildings, though 
generally classical like the National Bank of Scotland’s 
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new Edinburgh headquarters, are all full of character as 
well, which I doubt whether that building will be found 
I thought, too, character was a thing on which 


to be. 


Gs, 


Ur. james miller 





Architect 

THE COMMERCIAL BANK OF SCOTLAND, WEST GEORGE STREET 
' BRANCH, GLASGOW 

the Scots put special stress. Enough of this com- 

plaining, however, till we see this great new Edinburgh 

building in more detail. Like the lady in the Mikado 
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it may have a left shoulder that men would come miles 
to see of which at present I know nothing. The above 
banks, however, are the cream of the big bank buildings 
which Scotland has turned out during the last five years 

Let us briefly glance at them before we turn to a few of 
the smaller fry, including one or two recent branches that 

have not yet been illustrated in this journal. 

Mr. James Miller’s three big Glasgow banks are all 
lean, clean self-contained structures free from superfluous 
ornament but nevertheless with a strong sense of 
character. This particularly applies to his headquarte rs 
of the Union Bank of Scotland in Glasgow and to his still 
more severe Commercial Bank of Scotland i in West George 
Street in the same city. Both consist of two main 
architectural storeys with a small one in between. In 
each case the upper architectural storey contains or 
er masks at least three structural storeys. One may 
say this is untruthful and therefore wrong. It would be 

, I think, in a smaller building such as a domestic one, 
or even in a block of offices where there was not one 
predominant occupation. Here there is, the great bank 
occupying the great ground storey. That sets the scale— 
a fine one—and the rest of the building has to live up to it. 
If buildings without resource to extravagant ornament 
and symbolism can express the majesty of banking, 
these do. They express it, too, with a severity I should 
have thought eminently Scottish. No ordinary mortal 
would expect an overdraft from the manager of either. 
But they have a nobility, both these buildings, which 
bank buildings, even those loaded with columns and 
pilasters, seldom possess. To-day they seem specially 
good when all applied columns and pilasters appear to 
our modern eyes not a little pompous. These buildings 
of Mr. Miller’s have reduced bank pomposity to the 
minimum. His columns and pilasters are in the main 
implied rather than explicit. They are indicated on the 
West George Street building merely by the bands and 
cornices they would support if they were there. 

In the Bothwell Street branch of the same bank 
Mr. Miller has gone farther in this process of elimination 
of the Orders. Though there is a main cornice to the 
building such columns and pilasters as are to be seen do 
not belong to it, with the result that I find this building, 
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Mr. James Milles 


THE COMMERCIAL BANK OF SCOTLAND, BOTHWELL STREET 
BRANCH, GLASGOW 
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in spite of its elegant low relief carving, a little crude. 
The highly finished pair of Corinthian columns to the 
entrance, and their echoing pilasters to the windows on 


Architect [\lr. H. Maclennan of Messrs. Jenkins & Marr 
THE COMMERCIAL BANK OF SCOTLAND, CHIEF ABERDEEN OFFICE 


the flank, make the mass of the building, bare of such 
clothing, appear somewhat bald. In the two previous 
banks the Order, whether explicit or implicit, controlled 
the whole structure. Here it is subsidiary and the 
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building is left to look after itself. Nevertheless these 
are three very fine buildings, the first two as good or 
better than anything in Lombard Street, which makes 
the mystery of the National Bank’s going to London for 
its new building stranger than ever. 

The Aberdeen building by Mr. Maclennan is a more 
ordinary piece of classical composition in the sense that 
the columns are there on both fronts, highly developed 
with all their accessories, and not merely implied. It is, 
however, an extraordinarily competent building of its 
kind, the sort of building the scholarly American archi- 
tects of thirty years ago—so much more scholarly in their 
classical architecture than our own at that time—were 
putting up. With its fine situation and rectangular site 
and, again, great scale, it is a more imposing bank build- 
ing than anything I saw in Edinburgh. 

A more romantic-looking bank than any of these, and 
with a certain personality which again is absent from our 
great headquarters banks in L ondon, is the big Sauchiehall 
Street branch of the Bank of Scotland, Glasgow, by 
Messrs. John Keppie and Henderson. Its rich upper 
architectural storey, enclosing two actual ones, contrasts 
very effectively with the taller pair of storeys below, with 
their fine field of plain stonework, set off with a pair of 
figures in niches. How so much plain stonework, free 
from window, is justified in a dark northern town I do 
not know, nor indeed do I care very much when the exter- 
nal result is so satisfactory. Here again is a bank of 
character and charm in which the classical dress is worn 
with a difference. Why on earth should the National 
3ank—but I have said enough on that score. I know 
no great bank, in London at any rate, with the personal 
charm of this one, not even one by Sir Edwin Lutyens. 
He has a small one in Piccadilly as delightful in its way, 
and he has the Anglo-Persian Oil building, Brittanic 
House in Finsbury Circus, which has something of the 
same quality, but no bank of this importance. It is, 
indeed, this individual character to their buildings which 
is the delight of Scottish architecture. May Scottish 
architects never lose it, however severe or functional 
they become ! 

These are, then, in my opinion, the fine achievements 
of the last five years in bank architecture north of the 
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mines [Messrs. John Keppie & Henderson 
THE BANK OF SCOTLAND, BRANCH AT SAUCHIEHALL STREET, GLASGOW 
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Tweed. With them and with young Mr. Marwick’s 
delightful little invention for the temporary National 
Bank, the directors of the Scottish banks should be very 
proud and satisfied. I wish I could point to as many 
similar banks in London. They are all much tamer and 
more cut to pattern. Now this pattern is to be taken 
north. I feel it is a little like Germany breaking into 
Czechoslovakia. 

Turning to the small suburban and country town 
branches it is a very different state of affairs that reveals 
itself. In them England seems to score, and score rather 


{ rchitect Messrs. Dick Pedlie, Todd & Jamieson 
THE ROYAL BANK OF SCOTLAND, GORGIE BRANCH, EDINBURGH 
heavily. The best small Scottish bank I can find for the 
last five years is the Inverkeithing branch of the National 
Bank of Scotland by Mr. J. R. McKay, but I doubt very 
much whether that is a modern building at all. I have 
only a photograph to go by. It looks as if Mr. McKay 
had introduced a good banking ground floor, had restored 
the bars to the windows of the upper floor, and added 
two dormers in the roof. All the rest, including the 
slope of the roof, follows the house next door on the right. 
It would appear, therefore, as if this bank building were 
the first of a terrace of good late eighteenth century or 
early nineteenth century houses. Admittedly, even so, 
the introduction of the bank has been very well done, 
and it was possibly as difficult to do it so satisfactorily 
as to build an entirely new structure. The point in 
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either case would be that the work has been carried out 
with sympathy for the adjacent buildings and for local 
tradition. It is these that are so lacking in many of the 
new branches, especially where they have been inserted 
into the ground floor of an older block of buildings. 

The general practice there seems to be to push in a little 
polished marble or granite bank, making its appearance 
as different as possible from the building or terrace of 
buildings into which it goes. It is an advertising trick 
public houses used to indulge in, but which banks should 
be above resorting to. A finished ashlar stone front 








Mr. F. Durward 


THE BANK OF SCOTLAND, PRINCES STREET BRANCH, EDINBURGH 


under a rough rubble building seems more justified. It is 
of the same material but used more elegantly. The 
Royal Bank of Scotland has a good ex ample of this in 
the Gorgie branch in Edinburgh by Messrs. Dick Peddie, 
Todd and Jamieson. 

Another method, perhaps not as good as the last but 
better than a polished marble casing to a part of a tumble- 
down rough stone building, is the insertion of a toy metal 
box which merely looks like a new shop front; a new 
piece of furniture, that is, to an old building. The Bank 
of Scotland has some recent examples of this in its 
Princes Street, Edinburgh, branch and its Hillington 
Road one in Glasgow. Both are by its own salaried 
architect, Mr. F. Durward. The former is a little over- 
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complicated, perhaps, but as it has to range with shop 
fronts which have been built out in front of the original 
buildings and has yet to look a little different to them to 
indicate it is a bank, the inner arrangement of pilasters 
and metal grille within the shop window frame, which 
causes the complication, may be justified. The result 
as a whole is a little fussy and the best part, as one might 
expect, is the main shop window frame, with the name 
of the bank in excellent lettering. The interior is straight- 
forward and good with no ornament or so-called archi- 
tecture to spoil its simplicity. The great piers to carry 


ue Ur. F.D 
INTERIOR VIEW OF THE BANK OF SCOTLAND'S BRANCH A1 
PRINCES STREET, EDINBURGH 
the building above have wisely been left as plain piers and 
not turned into Roman columns or anything of that sort. 
The Hillington Road front, and one at Bishopbriggs 
by the same architect, show the same refinement as the 
Princes Street, Edinburgh, branch and without any 
over-elaboration. In these cases there has clearly not 
been the same temptation to give the little fronts the 
appearance of being smartly dressed up as there was in 
Princes Street. 
For a really vernacular little Scottish branch bank, 
redolent of the soil, one imagines one must go north into 
the land of granite. Granite is too hard and powerful 
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a material, one would say, for man to spoil it, even with 
his machine tools. Hence, I have always thought, the 
dignity of the town of Aberdeen, apart, of course, from the 
eranite-like character of itsinhabitants. Polished granite, 
which seems to me an innate contradiction, because of 
the granular character of the material and the hardness 
of its constituent particles, was not much to be seen in 
Aberdeen when I was last there. Instead, there was a 
technique of leaving the stone roughly channelled from 
the chisel, which seemed to suit its character very well. 
This is how the stone is left in a series of little banks 


HILLINGHION ROAD > BANK OF SCOTL 4LUINGTON ROAD 
BRANCH eer gRANCH 
“4 


irchitect Mr. F. Durward 
THE BANK OF SCOTLAND, HILLINGTON ROAD BRANCH, GLASGOW 


belonging to the North of Scotland Bank. I choose the 
one in the square at Ellon by Messrs. Walker and Duncan 
of Aberdeen. Even from the photograph one can see 
it is clearly a granite building. It seems to me a pity, 
therefore, that it is so elaborate a little structure, with 
Gothic mullions to the windows and classical main 
cornice and balustrade and three little piers all to this 
tiny front. All this, most unfortunately, confutes my 
faith that the hardness of granite acts as a restraining 
hand on those that use it. Here it is played with and 
modelled as if it were putty. The only thing that is 
absent from this treatment, and for which one must be 
thankful, is carving. The hardness of the material has 
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at any rate stopped that. Another pity seems to be the 
over-emphasizing of the joints. If one is to have all 
this modelling of the surface, one does not want to 
counteract it all by showing of how many little separate 
pieces of stone the building is made. Such marking of 
the joints might be very effective on a plain massive 
building. It is all wrong in this little toy structure and 
vives it still further the appearance of being made out 
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iiasers Walker & Danna 
tHE NORTH OF SCOTLAND BANK, BRANCH AT THE SQUARE, ELLON 
of a box of children’s bricks. Clearly if this is the 
vernacular architecture of the north of Scotland it has 
become self-conscious and rather absurd. At any rate, 
it bears out my original statement that while Scottish 
bank architects can produce fine monumental buildings, 
as good as or better than anything in England, they do not 
show an equal capacity for adapting their smaller buildings 
to local materials and methods or of getting equally 
pleasant results. 











